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RETURNS. 

1.  Am  I  required  to  render  a  personal  income  tax  return  for  1920? 

^Yes;  if  ummrried  or  if  married  and  not  living  with  husband  or 
wife,  and  your  net  income  for  that  year  equals  or  exceeds  $1,000,  or 
if  3^ou  were  married  and  living  with  husband  wife  and.  your  net 
income  equals  or  exceeds  $2,000  for  that  year. 

If  you  act  as  the  guardian  of  a  min<Nr  or  incompetent  person^  or  as 
the  administrator,  executor,  or  trustee  of  an  estate  or  trust,  a  return 
will  be  required  of  you  for  and  in  behalf  of  your  ward,  or  the  estate 
or  trust  for  which  you  act,  if  the  conditions  outlined  under  the  head 
of  "  Fiduciaries,"  as  requiring  a  return,  are  present  in  youi-  cabc. 

3.  Wiuit  is  meaHt  by  ik»  teuWe  jmar  19^^? 

The  taxable  year  1920  means  the  calendar  year  1920  or  any  fiscal 
year  miding  during  the  cakiidar  year  1920. 

3.  What  does  the  term  "  fiscal  year  "  mean? 

The  term  "  fiscal  year  "  means  an  accounting  period  of  12  months 
ending  on  the  last  day  of  any  month  oth^  than  December. 

4.  Upon  what  period  of  time  shall  my  1920  income  tax  return  be  based? 
Your  1020  return  should  be  rendered  upon  the  basis  of  your  annual 

accounting  period  (tiscal  year  or  calendar  year,  as  the  ease  may  be). 
If  your  annual  accounting  period  is  other  than  a  fiscal  year  as  defined, 
above^  or  if  you  have  no  annual  accounting  period  or  do  not  keep 
books,  you  should  render  your  return  upon  the  basis  of  the  calendar 
year. 

5*  May  1  change  my  accouating  period  for  the  piinio»e  «^  rcotetet  mar 
income  tax  return? 

Yes ;  if  permission  is  secured  from  the  Commissioner  in  accord- 
uico  with  Treasury  DecisioD  3032  smending  article  26  of  Begula- 
tions  45.  If  a  taxpayer,  who  has  been  rendering  his  return  upon  the 
basis  of  his  accounting  period,  changes  that  accounting  period,  and 
wishes  to  cliange  the  basis  of  rendering  his  return  to  accord  with 
his  new  accounting  period,  he  shall  as  soon  as  possible  give  to  the 
collector  for  transmission  to  the  Commissioner  written  notice  of  such 
change  and  of  his  reasons  therefor.  The  Commissioner  will  not 
approve  a  change  of  the  basis  of  computing  net  income  unless  such 
notice  is  given  at  a  time  which  is  both  (a)  at  least  thirty  days  before 
the  due  date  of  the  taxpayer's  return  on  the  basis  of  his  existing 
teable  ymf  toad  (b)  «i  letnt  flirty  days  before  tiie  due  date  of  his 
s^rate  return  for  the  period  between  the  close  of  the  existing  tax- 
$m&  year  and  the  date  designated  as  the  close  of  the  proposed  tax- 
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able  year.  The  due  date  of  the  separate  return  for  such  period  is 
the  fifteenth  day  of  the  third  month  following  the  close  of  that 
period.  If  the  change  in  the  basis  of  computing  the  net  income  of 
the  taxpayer  is  approved  by  the  Commissioner,  the  taxpayer  shall 
Hierealter  make  his  retoms  upon  the  basis  of  the  new  accounting 
period  in  accordance  witli  the  requirements  of  section  226  of  the 
statute  and  his  net  income  shall  be  computed  as  therein  provided. 

The  separate  return  referred  to  above  is  required  under  section 
226  of  the  Revenue  Act  of  1918,  which  provides  that  if  a  taxpayer, 
•with  the  approval  of  the  Commissioner,  changes  the  basis  of  comput- 
ing net  income  from  fiscal  year  to  calendar  year  a  separate  return 
shall  be  made  for  the  period  between  the  close  of  the  last  fiscal  year 
for  which  return  was  made  and  the  following  December  31.  If  the 
change  is  from  calendar  yeur  to  fiscal  year,  a  separate  return 
shall  be  made  for  the  period  between  the  close  of  the  last  calendar 
year  for  which  return  was  made  and  the  date  designated  as  the 
close  of  the  fiscal  year.  If  the  change  is  from  one  fiscal  year  to 
another  fiscal  year  a  separate  return  shall  be  made  for  the  period 
between  the  close  of  the  former  fiscal  year  and  the  date  designated 
as  the  close  of  the  new  fiscal  year.  If  a  taxpayer  making  his  first 
return  for  income  tax  keeps  his  accounts  on  the  basis  of  a  fiscal  year 
he  shall  make  a  separate  return  for  the  period  between  the  beginning 
of  the  calendar  year  in  wldch  such  fisc»l  year  ends  and  the  end  ol 
snch  fiscal  year. 

In  all  of  the  above  cases  the  net  income  shall  be  computed  on  the 
basis  of  such  period  for  which  separate  return  is  made,  and  the  tax 
shall  be  paid  thereon  at  the  rate  for  the  calendar  year  in  which  such 
period  is  included;  and  th^ credits  provided  in  subdivisions  (c)  and 
{d)  of  section  216  shall  be  reduced,  respectively,  to  amounts  which . 
mar  the  same  ratio  to  the  full  credits  provided  in  such  subdivisions 
as  thA  number  of  months  in  such  period  bears  to  twelve  months. 

6.  Where  should  my  personal  return  for  the  year  1920  be  filed? 

Section  227(h)  of  the  Revenue  Act  of  1918  provides  that  your 
return  shall  be  filed  with  the  collector  of  internal  revenue  for  the 
^strict  in  which  you  have  your  legal  residencNB  or  principal  place 
of  business.  If  your  legal  residence  is  located  in  one  collection  dis« 
trict  and  your  principal  place  of  business  in  another,  it  is  optional 
with  which  collector  your  return  shall  be  filed;  but  for  administra- 
tive reasons  the  Commissioner  of  Internal  Revenue  desires  that  it  be 
filed  with  the  collector  of  the  district  in  which  your  legal  residence 
is  located. 

7.  When  may  my  1920  return  be  filed  witli  the  collectar  of  internal 
revenue? 

If  you  make  return  on  a  calendar  year  basis,  on  any  day  after 
December  31,  1920,  but  not  later  than  March  15,  1921.  If  you 
make  your  return  on  a  fiscal  year  basis  it  must  be  filed  not  later 
than  the  15th  day  of  the  third  month  following  the  close  of  the 
fiscal  year. 

8.  May  an  extension  of  time  lieyond  Mardh  15*  ip^ir  be  obtained  fw  tbe 
filing  of  my  1930  return? 

Yes ;  if,  on  account  of  sickness  or  absence  from  home,  you  are  un- 
able to  render  your  return  within  the  time  prescribed  by  law,  you 
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may  obtain  an  extension  of  thirty  days  if  a  request  therefor  is  filed 
with  the  collector  of  your  district.  In  this  request  you  must  state 
the  reason  why  the  return  can  not  be  filed  within  the  time  pre- 
scribed  by  law. 

9.  Would  a  personal  return  rendered  by  an  agents  for  and  in  my  behalf* 

be  accepted? 

If  by  reason  of  illness,  absence,  or  nonresidence  a  taxpayer  is  un- 
able pers<»ially  to  render  his  return  he  may  appoint  an  agent  to  act 
for  him  and  the  return  executed  by  the  agent  will  be  accepted  if  he 
makes  affidavit  that  he  has  sufficient  knowledge  to  make  a  complete 
and  accurate  return  for  his  principal.  Such  agent  assiunes  responsi- 
bility for  making  the  return,  and  incurs  liability  to  the  specific  penal- 
ties provided  for  erroneous,  false,  or  fraudulent  returns. 

10*  Mmy  a  Inuband  and  wife  living  togetiiw  make  separate  retania? 

Yes;  they  should  in  every  case  make  separate  returns  where  the 
wife  has  a  separate  income  and  the  aggregate  net  income  of  both  hus- 
band and  wife  is  $5,000  or  over.  Where  the  combined  net  income  in 
excess  of  credits  (see  question  89) — that  is,  the  combined  net  income 
subject  to  normal  tax,  is  in  excess  of  $4,000  separate  returns  should 
be  made  in  order  that  there  will  not  be  an  overassessment  of  tax* 
Husband  and  wife  living  together  are  entitled  to  a  personal  «k- 
emption  of  not  to  exceed  $2,000  against  their  aggregate  net  income. 
If  separate  returns  are  made  the  personal  ex^ption  of  $2,000  may 
be  taken  by  either  or  divided  between  them. 

II.  Is  a  married  man  who  is  entitled  to  a  personal  exemption  of  $2,000 
and  $400  additional  exemption  on  account  of  two  dependent  children,  and 
whose  total  net  income  does  not  exceed  $at400»  but  does  equal  or  exc^d 
$2,000,  required  to  make  a  return? 

Yes;  although  he  is  not  required  to  pay  an  iucome  tax,  he  is  .re- 
quired to  make  a  return. 

Where  can  I  get  a  blank  form  upon  which  to  make  my  return? 

From  the  collector  of  internal  revenue  for  your  district.  The  col- 
lector will  endeavor  to  have  such  form  sent  to  you,  but  failure  to  re- 
ceive one  will  not  excuse  you  from  making  a  return.  If  you  do  not 
receive  €m^  it  is  your  duty  to  reque^  one  of  the  coUect^nr. 

EXEMPTION. 

13*  WlMt  MMMmt  of  personid  exemption  is  aHowed  by  tlie  Reveme  Act  ef 
1918? 

Section  21Q(e)  of  the  Act  allows  a  personal  exemption  of  $1,000, 
plus  $1,000  if  the  person  making  the  return  is  the  head  of  a  family 
(see  art.  302,  Regulations  45)  or  a  married  man  living  with  his 
wife.  This  additional  exemption  of  $1,000  is  allowed  if  the  person 
making  the  return  is  a  married  woman  living  with  her  husband, 
but  in  no  event  s^iall  the  combined  personal  exemption  of  a  husband 
and  wife  living  togdiher,  exdiisive  of  credit  for  dep^dents,  exceed 

$2,ooa  ' 

In  addition,  a  further  exemption  of  $200  is  allowed  for  each  per- 
son (other  than  husband  or  wife)  dependent  upon  and  receiving  his 
chief  support  from  the  taxpayer,  if  such  dependent  person  is  under 
18  years  of  age  or  is  incapable  of  self-support  because  mentally  or 
physically  defective.   (Sec.  21Q(d)i) 


— 


14.  A  widower  has  a  child  over  iS  years  of  age,  whom  he  supports,  who 
is  away  from  home  attending  schooL  What  personal  exemption  may  be 
dinned  by  fiie  widommr  who  maintains  the  liome? 

He  is  entitled  to  claim  a  personal  exemption  of  $2,000  UvS  liead  of 
a  family,  under  section  216(<?)  of  the  Revenue  Act  of  1918. 

IS*  What  personal  exemption  may  be  claimed  by  a  son  who  tictmaify  Mpm 
ports  and  maintains  his  dependent  mother  elsewhere  than  in  his  own  home 
by  reason  of  the  fact  that  he  is  unable  to  earn  enough  to  support  both  in 
the  mother's  place  of  abftde  or  to  d^rsfr  tb^  |8«Kt  expenses  m  bis  fAme^ 

^  employment? 

Thje  SOB  is  properly  ^Isfisi&able  for  incc^ne  tax  psu^poaes  ss  ih& 
head  of  a  fsonly  sAd  wfiHdi  tseatfliM 
cxf  $2j0e& 

16.  I  was  not  actually  HV^ftg  with  my  w^  Oil  December  31,  1920,  due  to 
her  n^ntal  incompetency  at  that  time  and  consequent  confineme^  in  an 
institutien  for  treatoieiit.    What  personal  exemption  may  I  claim  in  ikiy 

retom? 

The  separation  of  a  httsfeand  and  wife  due  to  the  fact  that  either 
has  been  declared  mentally  incompetent  and  confined  in  an  institu- 
tion for  treatment  is  held  to  be  temporary  in  character  and  conse- 
quently without  effect  in  so  far  as  ths^  }€mt  pex^xmai  ex^apii<m  o£ 
1^^000  is  fwneenied. 

17.  fe  case  both  a  husband  and  wife  Mitr&ttte  to  the  support  of  a  de- 
pendent, bow  ts  *he  o'edit  of  $aoo  for  4lepe9dent8  to  be  freatei? 

The  credit  of  $200  must  be  taken  by  the  one  contributing  the  chief 
support  and  may  not  be  divided  between  them. 

£X£MPT  XNCOMK 

18.  What  income,  H  any.  Is  exesni^t? 

(a)  The  proceeds  of  life  insurance  policies  paid  i^poa  tibe  death 
of  the  insured  to  individual  beneficiaries  or  to  the  estate  of  tiie  in- 
sured. 

'  (6)  The  amount  received  by  the  insured  as  a  return  of  premium 
or  premiums  paid  by  him  under  life  insurance,  endowment,  or  annu- 
ity contracts,  either  during  the  term  or  at  the  maturity  of  the  term 
mentioned  in  the  contract  or  upon  surr^der  of  the  CMrtraet. 

(<?)  The  value  of  property  acquired  by  gift,  bequest,  devise,  or 
descent  (but  the  income  frcnn  audi  property  shall  be  included  in 
gross  income) . 

(d)  Interest  upon  (1)  the  obligations  of  a  State,  Territory,  or  any 
political  subdivision  thereof,  or  the  District  of  Columbia;  or  (2) 
securities  issued  under  the  provisions  of  the  Federal  Farm  Loan  Act 
of  July  17,  1916;  or  (3)  the  oblifjations  of  the  United  States  or  its 
possessions;  or  (4)  bonds  issued  by  the  War  Finance  Corporation; 
except  as  follows :  In  the  case  of  obligations  pf  the  United  States 
issued  aftw  September  1, 1917,  and  in  <£e  case  irf  bends  issued  by  tiEie 
War  Finance  Corporalioa  the  ii^rei^  ^^ball  foe  exem]^  only  ii  and  to 
•  ttke  extent  provkl^  in  the  respective  Acts  authorizmg  the  issuance 
thereof  as  amended  and  supplemented  and  shall  be  excluded  from 
gross  income  only  if  and  to  the  extent  it  is  wholly  exempt  from  taxa- 
tion to  the  taxpayer. 

{e)  Amounts  received,  through  accident  or  health  insurance  or 
under  workmen's  compensation  adis,  sa  eoiBpepsaiion  ior  ftOBomX 
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injuries  or  ak^aMsSB,  plus  the  aBsomd;  of  any  damages  received, 
whether  by  suit  or  amemm^     miSGwmt  of  mxsk  injuries  or  adkness. 

(/)  So  mudi  of  the  amount  received  durLo^  the  present  war  by  a 
pertson  in  the  m3itary  or  naval  forces  of  the  United  States  as  salary 
or  compensation  in  any  form  from  the  United  States  for  active 
services  in  such  forces  as  does  not  exceed  $3,500. 

(g)  Compensation  paid  its  officers  and  employees  by  a  State  or 
political  subdivision  thereof,  including  fees  received  by  notaries 
public  commissioned  by  States  and  the  ccMnmisaons  01  laoeivarB 
appointed  by  State  courts.  Employees  of  universities  receiving 
salaries  paid  in  part  or  m  whole  £rom  funds  available  under  t^ie 
Bmith-Lever  Act  of  May  8,  1914,  who  are  officers  or  employees  of  a 
State,  are  not  required  to  return  as  taxable  income  the  salaries  so 
rwjeived.  This  is  also  true  with  respect  to  the  Act  of  August  30, 
1890,  relating  to  colleges  for  the  benefit  of  agriculture  and  the 
mechanic  arts,  and  to  the  Act  of  March  2,  1887,  relating  to  agri- 
cultural experiment  £;tations  in  such  colleges. 

19.  To  what  extent  is  interest  reccivod  In  19x9  and  sobseqaent  years  on 
Liberty  bonds,  Victory  notes.  United  States  Certificatea  «rf  Indelitedneaa, 
and  War  Savings  Colificates  ei^npt  from  inciNne  tax? 

All  X'iberty  bonds,  Vietorr  iHites,  Utdted  States  Certificates  of 
IndebtednesB,  and  War  Savings  Certificates  are  exempt  lx)th  as  to 
principal  and  interest  from  all  Federal,  State,  and  local  taxation 
except  (a)  estate  or  inheritance  taxes  and  (6)  Federal  income  sur- 
taxes, excess  profits,  and  war  profits  taxes. 

Interest  on  3^  per  cent  Liberty  }>onds,  3f  p>er  cent  Victory  notes, 
and  United  States  Certificates  of  Indd3tedness  issued  before  Septem- 
ber 1, 1917,  is  wholly  exempt  frcui  lunmal  tax^  surtax,  excess  profits, 
and  war  prt^s  taxes.  * 

Interest;  on  4f  per  cent  Vi^^ry  notes  is  wholly  exempt  from  normal 
tax,  but  is  subject  to  surtax,  excess  profits,  and  war  profits  taxes. 

Liberty  bonds,  other  than  3^  per  cent  Liberty  bonds,  United  States 
Certificates  of  Indebtedness  issued  after  September  1,  1917,  and  War 
Savings  Certificates  are  entitled  to  certain  limited  exemptions  from 
surtax,  excess  profits  and  war  profits  taxes  in  respect  to  the  interest 
on  ^niidpal  anftounts  thereof  as  staied  in  tdbe  sammary  below. 


Sumwury  of  E^reniptwm  agmnst  Holdings  of  Liberty  Bonds,  United,  States 
Certificates  of  Indebtedness  and  War  Savings  Certificates,  issued  after  Sep- 
tember 1,  1917. 

Key  to  Symbols  Used  ix  Summasy  of.  JSumftsoks  on  Taxable  Lxbuxy  Bonds. 

1 — ^First  Liberty  bond  issue. 
nSeeond  Liberty  bond 

3—  Third  Liberty  bond  issue. 

4 —  Fourth  Liberty  issue, 

1-2 — First  Liberty  bonds  converted  into  Second  Liberty  bonds. 
1-3 — First  Liberty  bonds  ttMiverted  into  Third  Liberty  bonds, 
1-4 — First  Liberty  bonds  coniwerted  into  Fourth  Liberty  boods. 
8. 8  ■  SeeoBd  lab^ty  bomiB  coiitwfted  iBto  ^itrd  Lifaeity  fpouds. 
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This  exemption  may  be  claimed  once  against  any  taxable 
liberty  bofids  (nat  inchiding  Victory  notes),  converted  of 
unconverted,  United  States  Certificates  of  Iiid^tediie» 
issued  after  Sept.  1,  1917,  or  War  Saving  CertificatefiOf  may 
be  divided  among  l^em. 


ApplwMe  to  1918  mid  two  t^ars  €ffier  the  close  ofiheimr  m  feud  6y  prodamation 

Frmdent. 


B 

$30,  000 

Alloyred  to  owner  against  4,  no  matter  how  obtained, 

**c 

$45,000 

This  exemption  (maximum  S45,000)  is  limited  to  1^  times 
amount  of  4  originally  subscribed  for  by  the  taxpayer  and 
still  held  by  him  at  the  time  of  filing  the  return  and  may  be 
claimed  against  any  one  of  2,  3,  1-2,  1-3,  <»r  2-3  or  may  be 
divided  asmog  them. 

J) 

$30,000 

Allowed  against  1-4,  no  matter  how  obtained. 

ApplwMe  to  1919  and  five  yean  after  dose  of  tear  a$  fixed  by  prodamatian  cfihe  Prendtnt. 

$30,000 

This  exemption  may  be  claimed  against  any  one  of  2,  3,  4,  1-2, 
1-3,  1-4,  or  2-3  (regardless  of  any  holdings  of  Victory  notes) 
or  may  be  divided  among  them. 

ApphceMe  to  1919  and  during  iMt^tofthe  Victory  notes  (4  years). 

$20,000 

This  exemption  (niaximum  $20,000)  is  limited  to  three  times 
the  amount  of  Victory  notes  (either  3|  or  4|  ori|^nalIy  sub- 
scribed for  by  the  taxpayer  and  still  held  by  him  at  the  date 
of  filing  the  return  and  may  be  claimed  against  any  one  el 
2, 3, 4, 1-^2, lr4,  w  2-^)  ar  mor  be  divided  mmaigliym. 

$160,000  maximnm  total  exonption  allowed  for  1920  on  taxable  liborty  bonda. 


EXPIRATIONS. 

♦Interest  upon  bonds  issued  by  the  War  Finance  Corporation, 
principal  of  which  does  not  exceed  $5,000  in  aggregate,  is  exempt  from 
taxation  under  section  16,  Act  approved  April  5, 1918,  and  is  in  addi- 
tion to  this  exemption. 

If  books  are  kept  on  accrual  basis,  report  amount  of  interest  actu-' 
ally  accrued  whether  received  or  not. 

If  books  are  kept  on  the  basis  of  receipts  and  disbursements,  report 
amount  of  interest;  actually  recelTed  within  the  year,  which  will  in-, 
elude  amount  of  coupons  falling  due  within  the  year  (whether  cashed 
or  not)  plus  the  amount  of  interest  accrued  upon  bonds  which  are  sold 
or  otherwise  disposed  of  during  the  year. 
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^  All  interest  on  indebtedness  incurred  to  purchase  or  carry  obli^^ 
tions  of  the  United  States  issued  after  September  1,  ldl7,  maybe 
claimed  as  a  deduction  under  sections  214(a)  (2)  and  234(a)  (2)  of 
the  Revenue  Act  of  1918  by  a  taxpayer  rendering  a  return  of  income. 

•*  The  partners  of  a  partnership  and  the  stockholders  of  a  personal 
service  corporation  are  considered  the  original  subscribers  to  any 
obligations  of  the  United  States  subscribed  for  by  the  partuer^p  or 
the  personal  service  corporation. 

***  "  The  date  of  filing  the  return  "  is  held  to  be  the  actual  date 
upon  whicdi  the  return  is  filed  with  the  collector  of  internal  ley^ue. 

In  the  case  of  a  trust,  the  income  from  which  is  taxable  to  the  b«ie- 
ficiaries,  each  beneficiary  is  regarded  as  the  owner  of  his  proportion- 
ate part  of  the  bonds,  notes,  and  certificates  held  in  trust  and  as  the 
original  subscriber  of  his  proportionate  part  of  fourth  Liberty  bonds 
and  Victory  notes  subscribed  for  by  such  trust,  and  is  entitled  to  the 
exemptions  allowed  on  account  of  such  ownership  and  subscription. 
If,  on  the  other  hand,  the  income  from  the  trust  is  taiOBible  to  the 
tru^ee,  tibiek  trustee  should  daim  the  allowable  exemptions  as  owner 
of  Hie  bonds,  notes,  and  certificates,  or  subscriber  to  the  fourth  Liberty 
bonds  and  Victory  notes. 

Interest  received  on  and  after  March  3,  1919,  on  bonds,  notes,  cer- 
tificates of  indebtedness  of  the  United  States,  and  bonds  of  the  War 
Finance  Corporation,  while  beneficially  owned  by  a  nonresident  alien 
individual  or  a  forei^  corporation,  partnership,  or  assodation,  n<^ 
engaged  in  business  m  the  United  States,  is  exempt  from  income, 
excess  profits,  and  war  profits  taxes. 

Attention  is  invited  to  the  use  of  Form  1125  for  1919  and  subse- 
quent years.  Copies  of  this  form  may  be  secured  from  the  collector. 

INCOME,  NET  AND  GROSS. 

ao.  What  is  meant  by  the  term  "Net  income"? 
.    Net  income  means  your  total  gross  inccmie,  not  including  income 
wholly  exemjpt  by  law  from't^he  tax»  less  the  gmsni  deductions  ndlowed 
bylaw. 

21.  In  rendering  a  return,  what  items  of  income  must  I  report  as  gross 

income? 

Under  gross  income  should  be  reported  every  item  of  income  de- 
rived from  any  source  whatever  (except  those  specified  in  the  answers 
to  qu^ions  18  and  19  as  wholly  exempt)  received  during  the  taxable 
year  f  <»'  which  the  return  is  rendered,  whether  received  in  cash  or  the 
equivalent  of  cadi,  including : 

(a)  All  amounts  of  salary,  wages,  commissions,  or  compensation  of 
whatever  kind  received  for  personal  service  (however,  the  salary  of 
the  President  of  the  United  States  and  the  salaries  of  Federal  judges 
elected  or  appointed  prior  to  the  enactment  of  the  Bevenue  Act  of 
1918  are  not  subject  to  tax). 

(b)  All  amounts  of  gain,  profit,  or  income  derived  from  any  busi- 
ne^  or  trade  in  which  you  are  engaged  or  in  which  yon  have  an  inter- 
est and  from  any  sale  of  property — ^real,  personal,  or  mixed. 

(c)  Rents,  interest  on  notes,  mortgages,  deeds  of  trust,  or  other  se- 
curities issued  by  individuals,  partnerships,  etc.,  interest  on  bonds, 
mortgages,  deeds  of  trust,  or  other  similar  obligations  of  corporations, 
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joint-stock  cxympaaieSyMsodatiens,  or  ixeiixMMBecoai^uiisi,  «ad  ii^r- 
eet  on  bank  deposfibs. 

(d)  AM  fiiooBie  neei^ed  hxm.  Sd^aai^  that  is,  all  amounts  re- 
oeived  from  incomes  €etates,  trusts,  «te.,  through  trustees,  adminis- 
ta^tors,  or  executors,  unless  the  tax  on  such  income  was  paid  by  the 
fiduciary  prior  to  distribution.  (It  is  to  be  understood  that  in  cases 
where  under  the  terms  of  the  will  or  trust  income  of  the  «stote  is  to 
be  distributed  regularly  or  annually  tike  beneficiarieB  9xe  i«qaired  to 
return  their  distrlMive  intoreits  m  aodi  mMm  wbetl^  actaidly 
distributed  to  them  or  aot) 

(e)  If  ycm  ha.we  ma.  isitereiat  tBi  a  p«rfe^nsMp  you  should  report  your 
distr^}iEtiT«  s^are  of  the  earnings  or  profits  of  the  partnership  ascer- 
tained duiin<r  the  taxable  year  for  which  the  return  is  rendered, 
whether  distributed  or  not.  If  your  net  income  for  such  taxable  year 
is  computed  upon  the  basis  of  a  period  different  from  that  upon  the 
basis  for  which  the  net  io^come  of  the  partnership  is  com^ted,  Utea 
yoiir  share  of  the  met.  income  of  the  partnership  for  aay  aoeouating 
period  of  the  partnership  ending  waiiia  tke  meal  «r  oikadu:  yeeof 
Vj^m.  tbe  tens  oi  w^eh  yowt  net  waoGma  is  eompral^d  is  to  be  reported 
in  your  income  tax  return. 

(/)  All  items  of  foreign  iacome,  including  interest  upon  bonds  and 
naortgages  or  deeds  of  trust  or  other  similar  obligations  issued  by  in- 
dividuals who  are  citizens  or  residents  of  foreign  countries,  foreign 
cori>orations,  joiiat-stock  companies,  etc^  a&d  dividende  iiam  forei^ 
corporations. 

iff)  Cash  dividends  on  stock  or  from  net  earnings  of  doieestie 
ootpmratijons,  joint-stodc  ctmpanles,  asaeeialioiis,  or  insuranoe  com- 
panies, wkeitier  |»ftid  m  cash,  property,  or  srarip.  As  the  net  earnings 
of  corporations,  joint-stock  companies,  etc.,  are  subject  to  the  tax  im- 
posed upon  the  net  income  of  corporations,  dividends  from  such  net 
earnings  are  not  subject  to  the  normal  income  tax  in  the  hands  of  the 
shareholders  receiving  them,  but  they  are  to  be  returned  for  sur- 
tax purposes,  since  they  ajre  subject  to  ^kai  tax. 

(k)  If  you  own  stoidc  in  a  persMial  selrvkse  corporation  (see  art. 
328,  Sedations  45),  you  should  report  your  distributive  shftre  of 
the  met  mGomd  of  mck  corporad^iMi  mc  1920  in  the  same  manner  as 
outlined  in  paragraph  (e)  above. 

22.  If  my  salary  for  December,  1920,  is  not  paid  to  me  until  gome  day  in 
January,  1921,  or  later,  is  the  amount  to  be  reported  in  my  1930  retorn':' 

No;  unless  as  a  matter  of  s^ed  practice  your  books  were  hspt 
on  an  accarual  basis,  in  which  event  it  slfcould  be  retoraed  by  you 
for  the  year  1920.  If  credited  and  made  ava^idble  to  yon  on  Deo»n- 
her  31,  idSO,  wi^ufc  any  subsfcaiMsai  limitation  or  fsesbridimi  as  to 
or  maniMr  ^rf  paysM^  or  CMidition  upon  which  payment  is 
to  fee  made,  although  not  actually  drawn  until  later,  it  should  also 
be  reported  as  1920  income.  Otherwise  it  should  be  reported  in  your 
return  for  1921. 

1M3,  If  an  employer  agren  to  pay  an  employee  a  certidn  st^Mdated  salary 
afRd  furnish  lum  with  room  and  board*  we  the  falter  Item  to  %e  MWnliliULil 
in  computing  inceme  tax  liability? 

Yes;  a  iabr  re^al  value  is  to  he  flaoed  upon  Am  woaai  tmd  a  fair 
vakm  npm  the  neaJs  fursislMMi,  a»d  ihan  andonts  repm^d  as  in- 
coiBO  fey  tbo  employee;  howrw,  if  the  room  ai^  board  are  fur- 
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nidied  purely  for  tiie  eonvenienee  ^  the  employer,  ihe  fair  value 
thflieof  need  not  be  included  in  the  income  of  the  employee. 

24.  An  employee  receives  a  per  diem  allowance  for  expenses  in  addition 
to  his  regular  salary.    Is  this  amount  to  be  included  as  income  in  his  return? 

If  an  individual  receives  a  salary  and  also  an  allowance  for  meals 
and  lodging,  as,  for  example,  a  per  diem  allowance  in  lien  of  sab- 
sistenee,  any  excess  of  the  cort  of  such  meals  and  lodging  over  the 
allowance,  pins  the  ordinarv  ezpendiliTOt  required  for  ms^  purposes 
wheal  ali  hmne,  is  deductible,  but  any  exce%  of  the  allowance  over 
such  expenses  minus  saich  ordinary  expenditures  is  taxal)le  income. 

35.  If  a  person  entered  into  a  contract  in  1920  which  will  not  be  com- 
pleted until  a  later  year,  and  which  requires  him  to  make  expenditures  for 
material  and  labor,  provide  for  possible  losses,  etc.,  must  he  include  tbe 
advance  payments  he  received  in  1920  in  his  return  for  that  year? 

Persons  engaged  in  contracting  operations  who  have  uncompleted 
contracts,  in  some  cases,  perhaps,  running  for  periods  of  several 
years,  will  be  idlowed  to  prepare  their  returns  so  that  the  gross  in* 
come  will  be  arrived  at  on  the  basis  of  oompletod  work;  that  is,  on 
jobs  which  have  been  SmMj  completed  any  and  all  moneys  received 
m  payment  will  be  returned  as  income  for  the  year  in  which  the 
work  was  completed.  If  the  gross  income  is  arrived  at  by  this 
method,  the  deduction  from  gross  income  should  ])e  limited  "to  the 
expenditures  made  on  account  of  such  completed  contracts.  Or  the 
percentage  of  profit  from  the  contract  may  be  estimated  on  the  basis 
of  percentage  of  completion,  in  which  case  the  income  to  be  returned 
each  year  during  the  performance  of  <lie  ccmtract  will  be  computed 
npon  the  basis  of  tiM  expenses  incurred  on  such  contract  during  the 
year ;  that  is  to  say,  if  one-half  of  the  estimated  expenses  necessary 
to  the  full  performance  of  the  contract  are  incurred  during  one  vear, 
one-half  of  the  gross  contract  price  should  be  returned  as  income  for 
that  year.  Upon  the  completion  of  a  contract  if  it  is  found  that,  as 
a  result  of  such  estimate  or  apportionment,  the  income  of  any  year 
or  years  has  been  overstated  or  understated,  the  taxpayer  should  file 
amended  returns  for  such  year  or 

A  tenant,  ander  the  terms  of  a  lease,  is  reqnired  to  pay.  a  certain  cash 
reatni  maA  in  additiea  laire  certain  lavrovementa.  Is  tto'  cest  of  these 
iaifreve«ente  held  to  be  taxaMc  inceme  to  tte  property  owmet? 

When  Iniildings  are  erected  or  improvements  are  made  by  a  lessee 
in  pui-suance  of  an  agreement  with  the  lessor,  and  such  buildings 
or  improvements  are  not  subject  to  removal  by  the  lessee,  the  lessor 
receives  income  at  the  time  when  such  buildings  or  improvements 
are  completed  to  the  extent  of  the  fair  market  price  or  value  of  such 
buildings  or  improvements  subject  to  the  lease.  This  amount  would 
ordinarily  be  the  difference  between  the  value  of  the  land  free  from 
the  lease  without  such  improvements  and  the  value  of  the  land 
snbject  to  the  lease  with  such  improvements.  If,  for  any  other  rea- 
son than  a  bona  fide  purchase  from  the  lessee  by  the  lessor,  the  lease 
is  terminated,  so  that  the  lessor  comes  into  possession  and  contiol 
of  the  property  prior  to  the  time  originally  fixed  for  the  termination 
of  the  lease,  the  lessor  receives  additional  income  for  the  year  in 
which  the  lease  is  so  terminated  to  the  extent  that  the  value  of  such 
buildings  or  improvements  when  he  became  entitled  to  such  poeses- 
mn  exeeeds  the  f&it  market  priee  or  value  thereof  to  him  as  detor- 
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mined  when  the  same  completed  became  part  of  the  realtor.  No  ap- 
|>reciation  in  value  due  to  causes  other  than  the  premature  termina- 
tion of  the  lease  shall  be  included.  Conversely,  if  the  buildings  or 
improvements  are  destroyed  prior  to  the  termination  of  the  lease  the 
lessor  is  entitled  to  deduct  as  a  loss  of  the  year  when  such  destruction 
takes  place  the  fair  market  price  or  value  of  such  buildings  or  im- 
pro\  enients  subject  to  the  lease  as  determined  when  the  same  com- 
pleted became  a  part  of  the  realty,  or  the  value  thereof  subject  to 
the  lease  on  March  1, 1913,  less  any  salvage  value  subject  to  the  lease, 
to  the  ^tent  that  such  loss  was  not  compensated  by  insurance. 

37.  Special  payments,  designated  as  "  Bonuses,"  are  often  made  to  officers 
and  employees  of  corporations,  firms,  and  individuals.  Are  such  items  of 
income  subject  to  tax  in  the  hands  of  recipients? 

Any  bonus  or  other  item  of  compensation  paid  to  an  employee  in 
addition  to  his  regular  salary  or  wage  under  a  contract,  express  or 
implied,  as  additional  compensation  for  services  rendered,  as  a  re- 
ward for  past  endeavors,  or  as  a  stimulus  to  further  zeal  and  en- 
thusiasm in  the  discharge  of  his  duties,  is  held  to  constitute  taxable 
income,  which  should  be  reported  as  such  in  tiiie  employee's  return 
rendered  for  the  year  during  which  received. 

28.  Should  an  individual  who  conducts  a  grocery,  dry^goods,  clothing,  or 
farm  implement  business,  or  any  other  business  which  requires  that  a  stock 
be  carried,  take  an  inventory  at  the  close  of  each  taxable  year  and  take  such 
inventories  into  consideration  in  arriving  at  his  net  income  from  business? 

Yes ;  section  203  of  the  Revenue  Act  of  1918  provides  that  whenever 
in  the  opinion  of  the  Commissioner  the  use  of  inventories  is  neces- 
sary in  order  clearly  to  determine  the  income  of  any  taxpayer,  in- 
ventories shall  be  taken  by  the  taxpayer  upon  such  basis  as  the 
Commissioner,  with  the  approval  of  the  Secretary,  may  approve  or 
prescribe  as  conforming  as  nearly  as  may  be  to  the  best  accounting 
practice  in  the  trade  or  buaness  and  as  most  clearly  reflecting  lie 
income  of  the  taxpayer. 

29.  How  am  I  to  determine  the  amount  of  gain  or  profit  d^ved  inm  • 
sale  of  property  which  is  returnable  for  income  tax  purposes?  ^ 

If  you  acquired  the  property  prior  to  March  1,  1913,  you  should 
take  its  fair  market  price  or  value  as  of  that  date,  add  thereto  all 
amounts  subsequently  expended  and  not  deducted  as  business  ex- 
penses in  making  permanent  improvements,  then  deduct  the  depre- 
ciation sustained,  and  the  difference  between  the  result  thus  obtained 
and  the  selling  price  is  the  amount  to  be  reported. 

If  you  purchased  the  property  on  or  after  March  1,  1913,  the 
difference  between  its  cost,  plus  all  amounts  subsequently  expended 
for  permanent  improvements  and  not  deducted  as  business  expenses, 
less  depreciation  sustained,  and  its  selling  price  is  to  be  returned. 

In  computing  the  gain  from  the  sale  of  a  taxpayer's  dwelling,  with 
resjpect  to  which  no  depreciation  deduction  has  been  allowed,  no 
adjustment  need  be  made  for  depreciation  sustained. 

In  the  case  of  property  acquired  by  gift,  bequest,  devise,  or  descent 
the  basis  for  computing  gain  or  loss  on  a  sale  is  the  fair  market 
price  or  value  of  the  j)roperty  at  the  date  of  acquisition  or  as  of 
March  1,  1913,  if  acquired  prior  t^reto.  For  the  purpose  of  de- 
termining the  profit  or  lass  from  the  sale  of  property  acquired  by 
bequest,  devise,  or  descent  since  February  28,  1913,  its  value  as 
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appraised  for  the  purpose  of  the  Federal  estate  tax,  or  in  the  case 
of  estates  not  subject  to  that  tax  its  value  as  appraised  in  the  State 
court  for  the  purpose  of  State  inheritance  taxes,  should  be  deemed 
to  be  its  fair  market  value  when  acquired. 

39,  How  is  tbe  vatae  as  of  ManA  i,  1913,  of  property  sold  determined? 

No  method  of  determining  such  value  can  he  stated  which  will 
adequately  meet  all  circimistances.  What  that  value  was  is  a  ques- 
tion of  fact  to  be  established  by  any  appropriate  evidence  which  is 
available  in  the  particular  case. 

.  31.  1  owned  property  wliicli  I  traded  for  other  propniy  daring  1930. 
How  am  I  to  determine  what  amount  of  gain  or  profit  dmved  from  tl» 
transactkm  is  to  be  reported  for  income  tax  pwpoaca? 

The  profit  is  to  be  determined  in  the  same  manner  as  if  the  prop- 
erty was  sold  for  cash.  The  property  received  in  exchange  should 
be  treated  as  the  equivalent  of  cash  to  the  amount  of  its  fair  market 
value  at  the  time  of  the  exchange. 

* 

32.  Are  comtnimom  on  reaemM  prmaimmB  (m  inmuraoce  polides  subject 
to  income  tax? 

Yes ;  such  commissions  received  by  insurance  agents  on  account  of 
business  written  are  taxable  income  for  the  year  in  which  received. 

33.  I  purchased  a  6  per  cent  $ioo  coupon  bond  at  its  face  value,  plus 
$1.50;  that  is,  three  months'  accrued  interest.  Three  months  later  I  de- 
tached a  coupon  therefrom  and  coUected  $3  interest.  Must  the  entire 
amottot  of  interest  received  l»e  returned  as  income? 

No;  report  only  so  much  interest  as  accrued  after  the  date  of  your 
purchase.  It  is  the  seller's  duty  to  report  the  balance. 

34«  Do  the  pensions  and  retired  p«y  of  ex*oiBcen  and  men  of  the  United 
States  military  and  naval  forces  not  on  active  dnty  constitnte  items  of 
taxaliie  income? 

Pensions  and  retired  pay  of  ez-offioers  and  men  of  the  United  States 
Army,  Navy,  or  Marine  Corps,  not  on  active  dnty,  constitute  items 
of  taxable  income ;  however,  allotments,  family  allowances,  compen- 
sation, insurance,  etc.,  paid  under  the  provisions  of  the  War  Risk  In- 
surance Act  of  September  2,  1917,  as  amended,  are  exempt  from 
taxation. 

35.  I  OW9  stock  in  a  bank  whidi,  onder  a  State  law,  is  required  to  pay 
the  taxes  assessed,  against  sudi  stodL  H M»  matter  to  be  hmnOhd 
for  income  tax  pnrposes? 

The  proportionate  part  of  the  entire  amount  of  taxes  so  paid  by  the 
bank,  which  is  properly  chargeable  against  the  number  of  shares  held 
by  you,  should  be  reported,  for  surtax  purposes,  in  your  personal 
return,  as  a  dividend,  and  may  then  be  deducted  from  gross  income  as 
a  tax. 

36.  I  purcliased  10  sImtm  of  the  preferred  stock  of  a  corporatimi  and 
rec^ved  10  shares  of  common  rtodc  as  a  booMs.  Hbm  tko  valne  of  tiUs 
bmms  a  taxable  stotus? 

No ;  but  the  total  purchase  price  is  to  be  fairly  apportioned  between 
the  preferred  stock  and  the  common  stock  received  as  a  bonus,  for  the 
purpose  of  determining  the  proportion  of  the  consideration  attribut- 
able to  each  class  of  stock.  The  cost  of  each  class  so  determined  will 
be  the  basis  for  determining  proht  or  loss  upon  the  subsequent  sale  of 
such  stock. 
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37.  Are  amounts  placed  to  the  credit  of  »  -'innlnliiir      m.  h^diam  mmA 
loan  association  subject  to  income  tax?  ""^  "  *  MSMI^f  Md 

Any  amount  credited  to  a  sharekokter  sttbeequent  to  Marcli  1. 1913 
when  such  credit  passes  to  him  without  reetriction,  has  a  taxable' 
status  to  him  and  should  be  included  in  his  return  rendered  for  the 
year  during  which  the  credit  is  made. 

^t^.  ^u"T""^  ?t  accumulations  credited  does  not  become 
available  to  the  shareholder  until  the  maturity  of  a  share,  it  need  not 
be  reiXM  ted  as  income  until  maturity  of  the  share,  at  which  time  the 
amount  received  in  excess  of  the  total  amount  actuaUy  paid  in  by  the 
shareholder  is  to  be  returned.  »V 

38.  I  iioki  stock  in  a  eorpnrmUmi  which  in  1920  increased  its  capital  stock 
and  gave  me  the  risht  to  sobscribe  for  additio^  stock  at  par.  If  sell  UUs 
"  nghtr  are  tl»  iwticewb  to  be  wtarned  for  tax  parpo8e»>      "  »  wis 

Y^;  the  entire  proceeds  from  the  sale  of  a  "right "  to  purchase 
additional  stock  should  be  included  in  the  return  as  income. 

cipfe^nt?*^^  payments  of  alimony  to  be  retaraed  f or  tax  purposes  by  tbe  re- 

8ums  representing  alimony  are  not  taxable  income  to  the  recipient, 
nor  allowable  deductions  to  the  person  paying  them. 

mJH^^^^nJ!^''^*^^^'^^^''^^.^^'^  P*'**  ^'^^  something  other  than 
neiiey,  shall  cimsfdenition  be  given  the  transaction  for  income  tax  purposes? 

1  es ;  where  services  are  paid  for  with  something  other  than  m<^v 
the  fair  marivet  value  of  the  thing  takm  in  paymwat  is  the  amount  to 
be  included  as  income.  If  the  services  were  radei«d  at  a  stipulated 
price,  m  the  absence  of  evidence  to  t^  contrary,  snch  price  will  be 
pi-esumed  to  be  the  fair  value  of  the  compensation  received. 

DIVIDENDS. 

41.  In  1920  I  received  a  dividend  of  $10,000  from  company  "A,*'  wblch 
was  paid  in  stock  of  company  "B."  Is  this  $10,000  to  be  6MUldtff«d  a 
stock  dividend  within  the  meaning  of  the  income  tax  law?  « 

No:  a  stock  dividend  is  a  distribution  by  a  corporation  to  its  stock- 
holders ot  capital  stock  of  the  distributing  corpmtion.  A  distribu- 
tion of  stock  other  than  that  of  the  distributing  corporation  is  not 
astock  dividend  but  is  to  be  regarded  as  a  dividend  paid  in  property. 
TI^  fair  market  value  of  the  stoc*:  at  the  time  of  receipt  should  be 
reported  as  income. 

42.  In  1920  I  owned  stock  In  a  corporation  which  Marad  and  Bold  a 
stock  dividend.    Is  this  stock  dividend  taxable?  w  P^b  a 

^""J  '2  ^u""  TT^-. ""1 S^"" 7-  ^^^^omber  (T.  D.  mO)  the  Supreme 
Court  of  the  United  States  decided  thai  fltoek  divicfeods  do  not  con- 
stitute taxable  mcmne. 

.  ^r"^' V'^r^^  2*  common  stock  of  a  corporation  on  which  I  received 

a  ttock  dividend  of  5  shares  of  common  stock  which  I  intend  to  sell.  Hmr 
win  my  profit  or  loss  on  the  sale  of  the  5  shares  be  determined? 

For  the  purpose  of  ascertaining  the  gain  or  loss  derived  from  the 
sale  of  such  stock  the  "  cost  "  of  each  share  is  the  quotient  of  the  eeei 
ot  the  old  stock  (or  its  fair  market  value  as  of  Mt^  1,  l«a,  if  ac- 
cmired  prior  to  that  date)  divided  by  the  of  the  old  and  new 

shares  added  together.  The  di«Brefice  between  the  selling  price  and 
the  cost  of  the  stock  so  determined  is  the  amount  of  the  gain  or  loss, 
as  the  case  may  be.  *  ™. 
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44.  Are  dividends  on  paid-up  life  iasurwiee  poUcies  subject  to  income  tax? 
Dividends  on  paid-up  life  insurance  policies  aie  not  subject  to 
noimal  tax  but  aze  subieot  to  soztax  for  ^e  year  in  which  received. 

DEDUCTIONS. 

45-  What  items  may  a  taaipayer  deduct  ia  ascertainias  Us  net  iacone 

from  all  sources? 

In  arriving  at  his  net  income  from  all  sources  he  is  entitled  to 
deduct  from  gross  income  the  following  items: 

(a)  All  the  ordinary  and  necessary  expenses  paid  or  incurred 
during  the  taxable  year  in  carrying  on  any  tracte  or  business,  indnd- 
ing  reasoi^le  allowance  for  salaries  or  other  compensation  for  per- 
SMial  services  actually  rendered,  and  rentals  or  other  payments  re- 
quired to  be  made  as  a  condition  to  the  continued  use  or  possession, 
for  purposes  of  the  trade  or  business,  of  property  to  which  the  tax- 
payer has  not  taken  or  is  not  taking  title  or  in  which  he  has  no 
equity. 

(b)  All  interest  paid  or  accrued  within  the  taxable  year  on  in- 
debtedness, except  on  indeMedneas  incurred  or  continued  to  pur- 
chase or  carry  obligations  or  securifies  (other  than  obligations  of 
the  United  States  issued  after  Sept.  24,  1917),  the  interest  upon 
which  is  wholly  exempt  from  income  tax. 

(c)  Taxes  paid  or  accrued  within  the  taxable  year  imposed  by  the 
authority  of  the  United  States,  except  income,  war  profits,  and  ex- 
cess profits  taxes ;  or  by  the  authority  of  any  of  its  pomessions,  ex- 
cept the  amount  of  income,  war  profits,  and  excess  i»^ts  taxes 
allowed  as  a  credit  under  section  222  of  the  Act ;  or  by  the  authority 
of  any  State  or  Territory,  or  any  county,  school  district,  municipal- 
ity, or  other  taxing  subdivision'  of  any  State  or  Territorv.  not  in- 
cluding those  asse&sed  against  local  benefits  of  a  kind  tending  to 
increase  the  value  of  the  property  assessed;  and  by  the  authority  of 
any  foreign  country,  except  the  amount  of  income,  war  profits,  and 
excess  profits  taxes  allowed  as  a  credit  under  section  222  of  the  Act. 

(d)  Losses  sustained  during  the  taxable  year  and  not  compensated 
for  by  insurance  or  otherwise,  if  incurred  in  trade  or  bumness. 

(e)  Losses  sustained  during  the  taxable  year  and  not  compensated 
for  by  insurance  or  otherwise,  if  incurred  in  any  transaction  entered 
into  for  profit,  though  not  connected  with  one's  trade  or  business. 

(/)  Losses  sustained  during  the  taxable  year  of  property  not  con- 
nected with  the  trade  or  business,  if  arising  from  fires,  storms,  ship- 
wreck, or  other  casualty  or  from  theft,  and  if  not  cotmpensated  for 
by  insurance  or  otherwise. 

(g)  Debto  aeeertained  to  be  wocttUess  and  charged  off  during  the 
taxable  year. 

(^)  A  rMusonable  allowance  for  the  exhaustion,  wear,  and  tear  of 
property  used  in  trade  or  business,  including  a  reasonable  allowance 
for  obsolescence.  » 

(^)  A  reasonable  allowance  for  depletion  in  the  case  of  »iinfts,  oil 
and  gas  wells,  other  natural  deposits,  and  timber. 

(j)  Contributions  or  gifts  made  within  the  taxable  year  to  cor- 
porations organized  and  operated  exclusiv^y  for  reli^^os,  chari- 
table,  scientifie,  or  ednca^^ial  purpofies,  or  for  the  {oevczition  of 
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cruelty  to  chUdren  or  animals,  no  part  of  the  net  earnings  of  which 
mures  to  the  benefit  of  any  private  stockholder  or  individual,  or  to 
the  special  fund  for  vocational  rehabilitation  authorized  by  section  7 
of  the  Vocational  Rehabilitation  Act,  to  an  amount  not  in  excess  of 
1.)  per  cent  of  the  taxpayer's  net  income  from  all  soOFoes  as  com- 
puted without  the  benefit  of  this  para^aph. 

ex^^iU^*""*  «»n«titotes  «n  item  allowable  as  a  deduction  as  a  business 

AU  amounts  of  ordinary  and  necessaiy  expenses  paid  or  incurred 
during  the  taxable  year  m  the  conduct  of  a  business,  trade,  or  pro- 

This  includes  all  amounts  paid  by  a  farmer  for  labor  in  preparinir 
his  land  for  a  crop  and  the  cultivation,  harvestinff,  and  marketmffol 
the  crops,  the  cost  of  the  seed  and  fertilizer  us^;  the  amounts  ex- 
pended for  labor  used  m  caring  for  live  stock  and  the  cost  of  the  feed. 
Ihe  Mnounte  actually  paid  in  making  repairs  to  farm  buildings,  but 
not  the  dwelling  house;  repairs  to  fences,  farm  machinerv,  etc.:  the 
cost  of  materials  for  immediate  use  and  farm  tools  which  are  used 
up  in  the  course  of  a  year  or  two,  such  as  binding  twine,  stock  pow- 
ders, pitchforks,  spades,  etc. ;  and  the  amount  of  rent.paid  for  a  farm 
may  also  be  claimed. 

A  merchant  may  claim  as  deductions  the  amounts  paid  for  adver- 
tismg,  hire  of  clerks  and  other  employees;  the  cost  of  the  light,  fuel, 

J  iL^tPt^^®®'  a*       place  of  business ;  driyage 

and  freight  bills ;  the  cost  of  operating  delivery  wagons,  trucks,  and 
the  repairs  to  same.  ./      «     »  j 

A  physician  may  claim  as  deductions  the  cost  of  medicines  and 
medical  supplies  used  by  him  in  the  practice  of  his  profession,  ex- 
penses paid  m  the  operation  and  repair  of  an  automobile  used  in  mak- 
ing professional  calls,  dues  to  medical  societies  and  subscriptions  to 
medical  journals,  the  expenses  of  attending  medical  conventions  the 
rent  paid  for  office  rooms  and  the  hire  of  office  assistants,  the  cost  of 
«ie  fuel,  light,  water,  telephone,  etc.,  used  in  such  office  rooms. 
Amounts  expended  for  books,  medical  supplies,  and  surgical  instru- 
""^r?,      .  ^  permanent  character  are  not  allowable  as  deductions 

1  his  in  a  general  way  outlines  the  ordinary  and  usual  exposes 
incurred  by  a  farmer,  a  merchant,  or  a  professional  man,  which  may 
be  claimed  as  deductions,  and  the-prineiples  underlying  these  allow- 
ances are  equally  applicable  in  tlie  case  of  anyone  engaged  in  a  busi- 
ne^,  trade,  or  profession.  In  short,  all  expenses  connected  directly 
and  solely  with  the  conduct  of  an  income-producing  business,  trade, 
profession,  or  vocation  are  allowable. 

Items  of  personal  expense  or  items  connected  in  any  way  with  the 
support,  maintenance,  and  well-being  of  a  family  are  not  allowed: 
neitlier  are  the  amounts  paid  for  tools,  implements,  vehicles,  ma- 
chinery, or  surgical  instruments  which  are  more  or  less  permanent  in 
character,  nor  the  cost  of  medical,  law,  or  other  professional  books, 
nor  amounts  expended  in  making  permanent  improvements  or  better- 
ments of  any  kind  whatsoever,  allowable  as  deductions.  These  latter 
Items  are  held  to  be  investments  of  capital  upon  which  depreciation 
may  be  claimed. 

expenses  or  depreciation  in  connection  with  a  taxpayer's  per- 
sonal residence,  or  automobiles  or  other  property  used  exclusively  for 
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pkasnre  can  be  properly  deducted  under  the  provisions  of  the  income 
tax  law,  as  such  expenses  and  depreciation  represent  "  personal  living 
or  family  expenses," 

*  I  employ  a  minor  son  or  dangbter  to  assist  me  in  my  business  or 

trade  and  I  pay  a  reasonable  salaiy  or  wage  for  snch  assistance,  may  I 

the  amount  as  a  deduction?  — 

No;  if,  however,  the  son  or  daughter  has  attained  his  or  her  ma- 
jority, or  has  been  emancipated,  the  amount  of  compensation  paid 
for  his  or  her  services  may  be  so  claimed. 

48.  May  a  taxpayer  claim  a  deduction  for  his  own  remuneration? 

Wages  or  salary  drawn  by  a  taxpayer  from,  his  own  business  are 
more  in  the  nature  of  a  charge  out  of  profits  than  a  charge  against 
profats.  If  such  could  be  deducted  they  would  merely  be  added  to 
his  mcome,  the  effect  of  which  would  be  to  take  money  out  of  one 
pocket  and  put  it  m  another.  Therefore  no  deduction  may  be  claimed 
for  income  tax  purposes. 

49'  May  the  amounts  expended  by  a  business  man  in  entertaining  out-of- 
town  customers,  or  prospective  customers,  be  claimed  as  deductions? 

Yes ;  if  the  sole  purpose  of  the  business  man  in  making  such  ex- 
penditures is  to  cultivate  the  good  will  of  his  customers  and  secure 
an  mcrease  in  trade  they  may  be  so  claimed. 

so.  A,  who  is  employed  in  a  city,  has  his  home  in  a  suburb.  He  pays  car 
fare  between  his  home  and  place  of  employment  and  takes  his  noon  luHch  in 
abmdness  expenae?*""""**  expended  for  car  fare  and  iuncb  be  claimed  as 

No ;  such  amounts  are  held  to  be  items  of  personal  expense. 

51.  i  am  a  traveling  salesman  and  desire  to  know  bow  my  income  and 
travehng  expenses  should  be  bandied  in  ny  personal  retoni.  ™ 

Traveling  expenses,. as  ordinarily  understood,  include  railroad 
tares  and  meals  and  lodging.  If  the  trip  is  undertaken  for  other 
than  business  purposes,  such  railroad  fares  are  personal  expenses  and 
such  meals  and  lodging  are  liA  ing  expenses.  If  the  trip  is  on  busi- 
ne^,  the  reasonable  and  nccessarv  traveling  expenses,  including 
railroad  fares,  and  meals  and  lodging  in  an  amount  in  excess  of  ai^ 
expenditures  ordinarily  required  for  such  purposes  when  at  home, 
become  business  instead  of  personal  expenses,  (a)  If,  then,  an  m- 
diyidual  whose  business  requires  him  to  travel  receives  a  salary  as 
lull  compensation  for  his  service,  without  reimbursement  for  trav- 
eling expenses,  or  is  employed  on  a  commission  basis  with  no  ex- 
pense allowance,  his  expenses  for  railroad  fares,  and  expenses  for 
meals  and  lodging  m  an  amount  in  excess  of  any  expenditures  ordi- 
narily required  tor  such  purposes  when  at  home,  are  deductible  from 
gross  income,  (b)  If  an  individual  receives  a  salary  and  is  also 
repaid  his  actual  traveling  expenses,  he  shaU  include  in  ^ross  in- 
come an  amount  thereof  equal  to  the  ordinary  expenditures  required 
for  meals  and  lodging  when  at  home,  as  such  amount  is  held  to  be 
additional  compensation  to  the  taxpayer,  (c)  If  an  individual  re- 
ceives a  salary  and  also  an  allowance  for  meals  and  lodgino-.  as,  for 
example,  a  per  diem  allowance  in  lieu  of  subsistence,  aSy  Sxcei  of 
the  cost  of  such  meals  and  lodging  over  the  allowance  plus  the  ordi- 
nary expenditures  required  for  such  purposes  when  at  home,  is 
27014«-.21  8 
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deductible,  b«t  any  excess  of  the  allowance  over  such  expenses  minus 
such  ordinary  expenditures  is  taxable  income.  Congressmen  and 
others  -vvho  receive  a  mileage  allowance  for  railroad  fares  should 
return  as  income  any  excess  of  such  allowance  over  their  actual 
expenses  for  such  fares.  A  payment  for  the  use  of  ft  sa^i^le  room 
at  a  hotel  for  the  display  of  goods  is  a  business  expense.  Tfa^«(m- 
templates  that  onlv  such  expenses  as  are  reasoiiaUe  and  necessary 
in  the  conduct  of  the  business  and  directly  attributable  to  it  may  be 
deducted.  A  taxpayer  claiming  the  benefit  of  tlie  deductions  re- 
ferred to  herein  must  attach  to  his  return  a  statement  showing  (1) 
the  nature  of  tlie  business  in  which  engaged ;  (2)  number  of  davs 
aw^ay  from  home  during  the  calendar  year  on  account  of  business; 
(3)  number  of  members  in  taxpayer's  family  dependent  upon  him 
for  support;  (4)  average  monthly  expense  inci<Wt  to  mefds  and 
lodging  for  entire  family,  including  taxpayer  himself  when  at 
home;  (5)  average  monthly  expense  incident  to  meals  and  lodging 
when  at  home  if  taxpayer  has  no  family;  (6)  total  amount  of  ex- 
penses incident  to  meals  and  lodging  while  absent  fiom  home  on 
business  during  taxable  year;  (7)  total  amount  of  excess  expendi- 
tures incident  to  meals  and  lodging  while  traveling  on  business  and 
claimed  as  a  deduction;  (8)  total  amount  of  other  expense  incident 
to  travel  and  claimed  as  a  deduction. 

Claim  for  the  deductions  referred  to  herein  must  be  substantiated, 
when  required  by  the  Commissioner,  hy  records  showing  in  detail 
the  amount  and  nature  of  the  expenses  incurred. 

52.  Are  the  items  of  expense  incurred  and  paid  by  me  during  the  taxable 
year  in  connection  with  a  *arm  which  I  lease  to  another  on  a  cash  or  crop= 
share  rental  basis,  such  as  repairs  to  fences,  farjn  buUtUiigs,  etc.,  allowable 

as  deductioriS? 

Yes. 

53.  May  the  anooat  of  life  iasnrance  iH-emiuim  and  premiums  paid  for 
ixwiirance  <hi  my  ra^(»ce  be  claimed  as  deductions? 

No;  these  are  held  to  be  items  of  personal  expense.  If,  however, 
a  farmer  pays  premiums  on  insurance  policies  covering  farm  build- 
ings, other  than  his  dwelling  house,  or  on  any  property  used  for 
business  purposes,  these  premiums  are  allowable  as  deductions. 

54.  An  individual  or  a  partnership  insures  the  life  of  one  or  more  em- 
ployees or  memliers.  May  the  premkmis  paid  for  such  insurance  be  con- 
«dered  a  business  expense  ami  claimed  as  a  deduction? 

Section  215  of  the  Eevenue  Act  of  1918  specifically  provides  that  no 
deduction  shall  be  allowed  for  premiums  paid  on  any  life  insurance 
policy  covering  the  life  of  any  officer  or  employee,  or  of  any  person 
financially  interested  in  any  trade  or  business  carried  on  by  the 
taxpayer,  when  the  taxpayer  is  difectly  or  indirectly  a  ixeaiefioary 
unoer  such  polky. 

55-  A  tenant,  under  the  terms  of  a  lease,  is  obligated  to  pay  a  certain 
cash  rental  on  property  used  for  business  purposes  and  all  taxes  assessed 
against  the  property  and  to  keep  it  insured.  May  he  claim  as  a  business 
e^nse  the  aggregate  amount  of  rental,  taxes,  and  insurance  premiums 

Yes:  if  the  property  is  used  by  the  tenant  for  business  or  trade 
purposes  and  not  as  a  borne. 
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56.  I  own  stock  in  a  corporation  which,  in  1920,  assessed  each  of  its 
stockholders  $50  on  each  share  held.    May  the  amount  paid  liy  me  be 

claimed  as  a  deduction? 

a  corporation  on  its  capital  stock  are  re- 
garded as  further  investments  of  capital  and  do  not  constitute  an 
allowable  deduction.  The  amount  so  paid  should  be  added  to  the 
original;  cost  of  the  shares  of  stock  in  computing  gain  or  loss  from  the 
subsequent  sale  thereof. 

57-  In  California  and  other  States  fruit  growers,  ranchers,  and  farmers 
are  shareholders  in  irrigation  companies  which  are  mutual  in  character,  and 
they  are  often  assessed  in  proportion  to  their  holdings  of  stock,  for  sufficient 
amounts  to  make  repairs  to  the  irrigation  system,  cleaning  out  of  pipes, 
laterals,  etc.  May  such  assessments  be  claimed  as  deductions  under  the 
bead  of  business  expenses? 

Yes ;  where  the  purpose  of  the  assessment  is  merely  to  raise  funds 
to  keep  the  irrigation  system  in  usable  condition  and  not  to  make 
extensions  or  betterments,  the  amount  assessed  against  each  share- 
holder may  be  so  claimed  if  the  paym^t  of  sudi  amount  is  necessary 
to  the  conduct  of  his  bu^ness. 

58.  If  a  physician  or  other  professional  or  business  man  rents  a  home  and 
uses  a  pwtion  of  it  for  professional  or  business  purposes,  may  any*portion 
Of  tlie  rmt  paid  for  that  home  be  claimed  as  a  business  expense? 

Yes;  the  proportion  of  the  rent  paid  which  is  properly  chariieable 
to  the  number  of  rooms  used  for  professional  or  business  purposes 
may  be  claimed  as  a  deduction. 

59.  In  1920  I  purchased  a  property,  the  title  to  which  proved  defective^ 
and  in  order  to  straighten  the  matter  out  I  employed  an  attorney  and  re- 
sorted to  court  proceedings.    May  I  claim  a  deduction  to  cover  the  fee  paid 

the  attorney  and  the  court  costs? 

No  j  such  items  are  held  to  be  a  part  of  the  cost  of  the  property  and 
therefore  not  allowable  as  deductions. 

60.  If  I  employ  an  architect  to  prepare  plans  for  a  building  to  be  used  for 
business  purposes,  may  the  fee  paid  to  the  architect  be  claimed  as  a  business 
expense? 

No ;  amounts  expended  for  an  architect's  services  are  held  to  be  a 
part  of  the  cost  of  the  building  and  not  such  items  as  may  be  claimed 
as  deductions. 

6ia  May  a  business  wr  profesidonal  mm  who  keeps  a  set  of  books  and 
enters  thereon  as  income  sales  of  goods  on  credit,  or  fees  earned  Imt  not 
paid,  and  charges  to  expense  account  items  which  have  l>een  incurred  but 
have  not  been  paid  by  him,  report  his  net  income  for  the  year  as  shown  hy 
his  books  when  they  are  balanced  at  the  end  of  the  taxiU»le  year? 

Yes;  section  212  of  the  Kevenue  Act  of  1918  provides  ihsLt  net 
income  shall  be  computed  in  accordance  with  the  method  of  account- 
ing regularly  «nployed  in  IpB^ing  the  taxpayer's  hooka  The  method 
employed  must,  of  course,  clearly  reflect  the  taxpayer's  net  income. 

62.  If  I  have  a  certain  sum  of  money  invested  in  a  farm  or  business,  may 
I  claim  as  a  deduction,  under  the  head  of  interest,  an  estimated  amount  of 
interest  which  might  have  accrued  to  me  had  that  money  been  deposited  in 
a  bank  or  invested  in  interest-paying  securities? 

No.  ; 

63.  What  forms  of  taxes  are  not  deductible  on  account  of  betnir  taxM 
assessed  against  local  bMefits? 

Taxes  assessed  against  an  individual  on  property  owned  by  him  to 
pay  for  the  paving  of  a  street  contiguous  to  his  property,  the  con- 
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striiction  of  a  sewer,  sidewalk,  etc..  or  the  construction  of  ditches  to 
drain  property  owned  by  him,  can  not  he  claimed  as  deductions.  In 
short,  taxes  that  are  not  general  in  nature  and  are  levied  on  account 
of  some  work  or  privilege  the  benefit  of  which  accrues  to  a  limited 
number  of  property  owners,  of  which  ^  taxpayer  is  one,  are  not 
allowable  deductions. 

64.  If  I  pay  any  amount  of  Federal  personal  income  tax  for  the  year  tfx% 
may  I  claim  that  amount  as  a  deduction  for  the  year  1920? 

No;  the  income  tax  law  states  that  income  taxes  are  not  allowable 
as  deductions.  Under  this  provision  income  tax  paid  in  1920  on 
income  received  in  1919  or  any  previous  year  <2an  be  deducted. 
State  ino(»Be  tax«s  ave  ctoductihle. 

65.  In  1917  I  bought  certain  stocks  and  bonds  for  $5,000,  and  in  1920 
the  value  of  these  securities  dropped  to  $4,000.  May  I  claim  the  difference 
of  $1,000  as  a  loss  in  computing  my  income  tax  liability? 

No;  under  the  provisions  of  section  214(a)  4,  5,  6  of  the  Revenue 
Act  of  1918  only  such  losses  as  have  been  sustained  during  the  tax- 
able year  can  be  claimed ;  that  is,  the  loss  must  have  resulted  from 
a  completed  and  d»aed  transa(^o&  In  your  case  you  still  own  the 
securities.  They  may  go  up  in  yalne  durmg  1921,  and  until  they  are 
sold  or  otherwise  disposed  of  you  are  unable  to  determine  whether 
you  will  suffer  a  loss  or  derive  a  gain  from  the  investm_ent.  In  other 
words,  no  account  is  to  be  taken  for  income  tax  purposes,  of  fluctua- 
tions in  the  market  value,  or  arbitrary  changes  in  the  book  value  of 
secui'itie^  or  other  property.  (See  art.  1685  of  Regulations  46  .as  to 
dealers  in  securities.") 

66.  Joiui  Doe,  while  driving  an  atttomtiUle  for  pleasure,  ran  down  and 
injured  anotlier  person.  He  either  paid  over  a  certain  sum  or  paid  a  judg= 
ment  rendo'ed  against  him  in  settteneiit  of  Urn  fnjmy  done.  Msy  he  claim 
the  amottnt  so  paid  as  a  loss? 

No ;  it  was  not  a  lo^  which  was  incurred  in  the  conduct  of  liis  busi 
ness  or  tarade,  or  which  resulted  from  a  transa^ion  entered  into  for 
profit. 

67.  How  am  I  to  detamtine  what  amount  of  loss,  resulting  from  a  sale  of 

property,,  is  allowable  as  a  deduction? 

The  same  method  of  computation  should  be  followed  as  is  out- 
lined in  the  answer  to  the  twmty-ninth  questi<m.  A  loss  sustained 
by  an  individual  from  the  sale  of  residential  property  is  deductible 
in  determining  net  income  for  purposes  of  the  Revenue  Act  of  1918 
only  when  the  property  was  purchased  or  construc-ted  by  him  with 
a  view  to  its  subsequent  sale  for  pecuniary  profit.  The  intent  in 
purchasing  or  constructing  the  property  is  a  question  of  fact  deter- 
minable in  eaeh  ease  bj  evidmee  wimh  should  he  submitted  with  the 

letUTD. 

68.  A  professional  man  or  a  merchant  owns  and  operates  a  fancy  stock 
farm  for  recreation  or  pleasure.  The  expenses  of  operation  exceed  the  gross 
reoe^ta.  May  the  dilference  be  claimed  as  a  dediKtion  under  the  head  of 
losses? 

No;  it  is  held  that  where  a  farm  is  operated  for  purposes  of  rec- 
reation or  pleasure  and  not  for  grain  or  profit  and  the  expenses  of 
operation  exceed  the  gross  receipts,  that  farm  is  not  to  be  classed  as 
a  commercial  enterprise,  and  it  does  not  form  a  part  of  its  owner's 
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blismces  or  trade.  The  gross  TOcei^s  are  not  to  be  reported  under 
gross  inccmie  and  the  expenses  are  not  to  be  claimed  as  a  deduction. 
This  ruling,  of  course,  precludes  the  clftimii^  of  tlie  difference  be- 
tween the  two  amounts  as  a  loss. 

69.  Supposing  I  buy  a  farm  which  is  much  run  down  with  the  intention  of 
making  it  a  profit-paying  property;  that  is,  I  intend  to  operate  it  for  profit 
and  not  for  recreation  or  pleasure.  To  do  this  !  am  obliged  to  expend  large 
amounts  for  labor  in  plowing  and  cultivating  the  land,  for  fertilizer,  lime, 
etc,,  and  for  several  years  the  expenses  will  greatly  exceed  the  gross  re- 
ceipts. May  the  excess  of  expenses  over  receipts  for  each  year  be  claimed 
as  a  loss? 

It  is  held  that  all  the  ordinary  and  necessary  expe&ses  of  eultivat- 
ing,  operating,  or  managing  a  farm  on  a  basis  embodying  the  recog- 
nized principles  of  commercial  farming^  for  the  purpose  of  gain  or 
profit  and  not  for  recreation  or  pleasure,  except  amounts, which  are 
regarded  under  article  110  of  Regulations  45  as  investm^ts  of  capi- 
tal, may  be  claimed  as  deductions  in  returns  of  income,  even  though 
these  expenses  exceed  the  income  from  the  farm  and  the  result  is  a 
continual  loss,  provided  the  farm  is  continued  to  be  operated  on  a 
starictly  commercial  basis. 

70.  I  own  a  tract  of  timber  wtAch  was  partially:  destroyed  by  fire  daring 
1920.    Is  this  loss  allowable  as  a  deduction? 

The  actual  amount  of  capital  invested  in  standing  timber,  if  ac- 
quired on  or  after  March  1,  1913,  and  later  destroyed  by  fire,  may  be 
claimed  as  a  deduction  if  not  reimbursed  by  insurance  or  otherwise. 
If  the  timber  was  acquired  prior  to  Mareli  1,  1913.  its  fair  market 
price  or  value  as  of  that  date  may  be  claimed.  To  illustrate  the 
method  to  be  employed  in  computing-  the  amount  of  loss  allowable  as 
a  deduction,  the  following  is  submitted :  A  tract  of  land  was  acquired 
prior  to  March  1,  1913,  and  the  estimated  amount  of  timber  standing 
on  that  tract  on  that  date  was  .1,000,000  feet,  board  measure,  the  fair 
mai^et  price  or  value  per  1,000  feet  established  by  the  currpnt  prices 
prevailing  in  the  locality  of  the  tract  in  question  as  of  March  1,  1913, 
bemg  $4.  During  the  year  1920.  400.000  feet  of  this  timber  was  de- 
stroyed by  fire.  In  this  case  $1,600  is  the  amount  which  may  be 
claimed  as  a  deduction. 

71.  If  a  crop  which  is  ready  to  be  harverted,  but  has  not  befen  gathered, 
or  a  crop  which  has  been  harvested,  but  has  not  been  sold,  is  destroyed  by 
storm,  flood,  or  fire,  may  the  value  of  that  crop  be  daimed  as  a  deduction? 

No ;  unless  the  crop  has  been  taken  into  the  taxpaver's  inventory 
and  used  in  computing  his  taxable  net  income'for  a  specific  year.  It 
is  understood,  of  course,  that  the  actual  cost  of  producing  or  har- 
vesting a  crop  which  has  been  so  destroyed  may  be  deducted  as  a 
business  expense. 

^^on*'^*^**  •»  «e«e«wiy  im  etder  tlMt  a  debt  may  be  claimed 
as  a  deduction?  .  . 

(a)  It  must  be  a  bona  fide  defet;  (h)  surrounding  and  attendant 
circumstances  must  indicate  that  the  debt  is  worthless  and  uncollecti- 
ble and  that  legal  action  to  enforce  payment  would  in  all  probability 
not  result  in  the  satisfaction  of  execution  on  a  judgment;  and  (c)  if 
books  are  kept  it  must  be  charged  off  within  the  year  for  which  the 
deduction  is  claimed  and  no  long^  considered  an  asset  or  cairied 
as  such  on  the  books. 
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73.  In  l9ao  «  corporatioii  or  a  firm  to  which  I  had  loaned  money  since 

^u^fi}^  It  IS  definitely  known  that  nothino  can  be  collected  from 
tne  debtor  itself  or  any  person  connected  with  it. 

tiontd  th^^^°'"*?-^  necessary  that  the  debtor  corporation  or  firm  men- 
tioned  «n  the  preceding  inquiry  be  declared  a  bankrupt  and  its  receiverdiL 
charged  before  I  may  claim  a  deduction  on  ««o«nt      ti  debt  In  ^^SiS? 

JN  o ;  It  the  debtor  corporation  has  no  assets  whatsoever  available  for 
application  to  the  debt  in  question,  and  it  is  definitely  known  that 
nothing  whatsoever  can  be  collected  from  the  debtor  itself  or  any 
peraon  connected  with  it,  a  creditor  need  not  ^o  to  the  expense  of 
instituting  bankruptcy  proceedin^rs  in  order  to  establish  his  right  to 
claim  the  worthless  debt  as  a  deduction. 

75.  A  indorses  a  note  for  B.  The  latter  has  since  departed  for  oart^ 
unknown.    The  note  became  due  in  1920.  and  A  was  requSSdto  nuS^^SS  ' 

M rhe  S-edHor?'*^  -  «  ^  «««TmI^ 

Yes,  . 

of  friendship  or  relationship,  I  advanced  a  certain 
S^S.  ?       r.f.  '^l-Wve.  and  at  the  time  such  advlncl  wls 

made  I  had  httle  or  no  reason  to  expect  that  the  amount  so  advm^^ed  wJild 
ever  be  returned,  may  I  now  claim  a  deduction  to  cover  Mch  adTan<i? 

^V/""!*??     i-egarded  as  a  gift  and  is  not  held  to  con- 
stitute a  bona  fide  debt. 

Consider  it  as  an  item  of  income  and  include  the  amount  in  your 

he  ^fpo^tr.ttjjSe'T  tlTp^ii?  JS  i^^h.r^c\|J?s^^^t 

as  a^i^S^ion^*^  returned  as  income,  it  can  not  be  claimed 

DEPRECIATION. 
tioJ  s"?  depreciation  be  claimed  and  under  what  condi- 

The  deduction  for  depreciation  in  income  tax  returns  is  a  means 
whereby  exemption  from  the  tax  may  be  secured  upon  the  amount 
nii^Sl*  invested  m  physical  property  (or  in  case  of  property  ac- 
quired by  gift  or  bequest  the  value  of  such  property)  which  is  sub- 
ject to  exhaustion  throufrh  wear  and  tear  arising  out  of  its  use  or 
employment  in  business  or  trade  or  on  account  of  obsolescence. 
Iherefore  the  annual  allowance  for  depreciation  should  be  based 
upon  the  hfe^of  the  property;  that  is,  the  cost  of  the  property  or 
the  value  of  the  same  where  acquired  by  gift  or  bequest,  or  its  fair 

r'Tv.r^'*^  ""^f  ^"t  VF^^'     ^"^'^^  prior  thereto, 
^ould  be  ratably  spread  over  its  life.    For  instance:  the  rate  of 

depreaMaon  to  be  deducted  on  buildings  used  for  business  purposes, 


the  probable  life  of  which  is  50  years,  would  be  2  per  cent.  The 
probable  life  means,  of  course,  the  number  of  years  the  property 
would  be  usable  in  business  from  the  date  of  acquisition  or  in  case 
of  property  acquired  prior  to  March  1, 1913,  the  number  of  yeais  the 
property  would  be  usable  from  March  1,  In  the  case  of 

property  acquired  by  gift  or  bequest,  the  "cost"  of  «ueh  property 
for  d^recialaiMi  purposes  is  the  appraised  at  the  time  the 

property  was  acquired.  If  property  in  respect  of  which  deprecia- 
laon  is  claimed  was  acquired  prior  to  March  1,  1918,  the  fair  market 
value  as  of  thai  date  will  be  assumed  in  the  absence  of  proof  to  the 
contrary  to  be  the  cost  of  the  property  less  depreciation  up  to  that 
date. 

In  claiming  depreciation  the  following  fuadamenlAl  principles 
must  Ije  taken  into  cnnsi deration : 

(a)  Only  such  depreciation  as  results  from  ^haustion,  wear  and 
tear  of  prc^rty,  arising  out  of  its  use  or  employment  in  business 
or  trade,  or  on  account  of  obsfdesceeoce,  may  be  claimed.  Deprecia- 
tion in  the  yalue  of  a  home  or  any  article  of  propei-tv.  such  as  auto- 
mobiles used  exclusively  for  personal  pleasure  or  convenience,  may 
not  be  claimed;  the  property  must  be  used  foi*  the  puipose  of  pro- 
ducing income. 

Depreciation  in  the  value  of  land,  whether  improved  or  unim- 
proved, due  to  ordinary  erosion,  exhaustion,  or  «iiy  ^her  cause,  may 
not  be  claimed. 

Where,  in  the  course  of  years,  the  Owner  of  property  has  claimed 
its  full  cost  or  its  fair  market  value  as  of  March  1. 1913,  as  deprecia- 
tion in  his  income  tax  returns  no  further  claim  will  l^e  allowed 

(Note. — For  iiifoiiiiation  relative  to  deduction  lor  obsolescence  see  llesula- 
tions  45  and  Bnlletin  F.) 

80.  Am  i  entitled  to  a  deduction  for  depreciation  of  my  personal  resi- 
dence, furniture  and  fixtures  therein,  and  an  automobile  iniiich  I  nse  only 

for  pleasure  and  recreation? 

No ;  depreciation  sustained  on  such,  property  is  considered  a  personal . 
expense  and  not  deductible  for  iiMson^  tax  purposes. 

81.  in  i9ao  I  bought  a  patent  for  $5,000  wlOch,  under  the  patent  laws 
of  the  United  States,  has  live  years  yvt  to  two.  As  tlie  value  of  this 
patent  depredates  each  year  on  acooMO*  «f  Utt  exhiHwtion  Of  the  vatrat 
period,  miQr «  dednction  he  claimed?  ^ 

Yes;  the  ©ost  of  the  pstont  divided  bv  the  number  of  vears  it  yet 
has  to  ran  is  the  amount  which  may  be  claimed  each  year  as  de- 
preciation.   In  your  case  this  amount  is  $1,000. 

82.  Members  of  the  theatrical  profession  are  frequently  required  to 
furnish  their  own  costutnes.  Are  they  entitled  to  «  dednc^ion  for  depreckN 
tion  of  such  property? 

If  costumes  purchased  by  members  of  tfee  theatrical  piofeeeion  m 
used  exclusively  for  the  production  of  a  play  and  are  not  adapted 
for  occasMsial  personal  wm,  and  am  sot  eo  used,  a  deduction  may  be 
claimed  on  aoooffist  of  such  depreciation  in  their  value  as  occurs  dur- 
ing the  year  on  account  of  wear  and  tear  arising  from  their  use 
m  the  production  of  the  play  or  from  their  becoming  obsolete  at  the 
close  of  the  production.  In  such  case  the  cost  of  the  costuoies  in  the 
first  mstance  must  not  have  been  claimed  as  an  «xpme. 
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but  as  so  many  factors  are  to  be  considered  in  computing  depletion 
an  answer  which  will  be  applicable  in  all  cases  where  dSpSn  oc 

detail  by  Regulations  45,  copies  of  which  may  be  obtained  from 
collector  of  internal  revenue  for  your  districtf  and  where  these  re'u 
lations  do  not  aftord  all  the  information  neceiary  in  your  particutar 
L^t^*^  statement  oavering  aU  the  facts  ancl  figures  in  your  case 
should  be  forwarded  to  the  collector  with  a  request  for  a  rulilig! 

CONTRIBUTIONS  AND  GIFTS  TO  RELIGIOUS  CHART 
TABLE,  AND  SCIENTIFIC  ORGANIZAlS  ETC 

84.  With  reference  to  the  eleventh  paragraph  of  section  axA  of  the  Act 
how  am  I  to  determine  to  what  extent  contributioM  or  rffte  made  to 

f^UA       '        educational  purposes  or  for  the  prevention  of  criieltvto 

You  should  first  ascertain  what  your  taxable  net  income  would  be 
were  you  not  entitled  to  a  deduction  on  accomit  of  such  contribu! 
tions  or  git  s,  and  then  if  the  aggregate  of  your  contributions  and 
gixts  made  durmg  the  year  to  such  organizations  does  not  exceed  ^5 
per  cent  of  your  taxable  net  mcome  so  computed,  their  aggreoate 
amount  may  be  entered  m  the  place  provided  therefor  under  "  Con- 
tributions   on  a  personal  return  form.    If  such  aggregate  amount 

be  claimed  ""'^  ^"^"^^     computSi,  the  excess 

For  example:  Xonr  total  taxable  net  income  amounts  to  $20,000. 

?/o(lo%n  tlJ v'  ^""^  m'^''?  contributed  to  the  American  Red  dross 
Um,  to  the  loung  Men's  Christian  Association  $1,000,  toward  the 
constructaon  of  a  new  church  $1,000,  and  to  the  Associated  Charities 
of  your  home  city  $500,  a  total  of  $3,500.  Fifteen  per  cent  of  youi- 
total  net  income  amounts  to  $3,000.  Therefore  tliis  latter  amount 
may  be  claimed  as  a  deduction  and  the  balance  of  your  contributions 
and  gifts  may  not  be  claimed.  *wuwui«» 

In  claiming-^a  deduction  on  account  of  such  contributions  or  gifts 
there  should  be  shown  on  the  return  of  Income  (a)  the  name  and 
address  of  each  organization  to  which  a  contriblition  or  gift  was 
made  and  (b)  the  date  and  amount  of  each  such  contribution  or 

.Jl^f^  4  is  other  than  naoney  the  basis  for  calculation  of  the 
amount  of  the  gift  shall  be  the  cost  of  the  property,  if  acquired 

market  value  as  of  March  1, 
1913,  if  acquired  prior  thereto,  after  deducting  from  such  cost  o^ 
value  the  amount,  if  any,  which  has  been  or  which  should  have  been 
set  aside  and  deducted  m  the  current  year  and  previous  yeara  from 
gross  income  on  account  of  depreciation,  and  which  has  not  been 
paid  out  m  makmg  good  the  depreciation  sustained. 
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t^l^i  1920  I  contributed  $100  towvd  the  support  of  «  needy 

family.   May  this  contribution  be  claimed  as  a  deductton? 

Contributions  or  gi^  made  to  individuals  do  not  constitute 
aUowAoJe  dedudaons. 

m^'  I-"1«,«"k  deduction  by  reason  of  contributions  or  gifts 

made  in  1930  by  a  partnership  of  which  I  am  a  member  to  the  om^Z 
tions  mentioned  in  question  84?  mhs  wtswhs- 

Yes;  since  the  partnership  may  not  deduct  the  amount  of  such 
contributions  or  gifts  in  computing  its  net  income,  you  may  deduct 
your  proportionate  share  of  the  contributions  or  gifts,  but  your  total 
deduction  for  contributioiis  or  gifts  may  not  exceed  16  p^r  cent  of 
your  net  mcome.  ^  ^>  mi. 

RATE  OF  TAX. 

87.  Upon  what  is  the  surtax  based? 

The  surtax  imposed  by  section  211  of  the  Act  is  based  upon  the 
total  amount  of  net  income  from  all  sources  in  excess  of  $5,000. 

88.  A  prospector  discovers  a  mine,  which  he  sells  at  a  large  profit  Is 

i«po^y'^:^;^',1        °'  '""^  -"'"^  ^^"'^ ^ 

Section  211  of  the  Act  provides  that  in  the  case  of  a  bona  fide  sale 
of  mines,  oil  or  gas  wells,  or  any  interest  therein,  where  the  principal 
value  of  the  property  has  been  demonstrated  by  prospecting  or  ex- 
ploration and  discovery  work  done  by  the  taxpayer,  the  portion  of 
the  surtax  attributable  to  such  sale  shall  not  exceed  20  per  cent  of  the 
selling  price  of  such  property. 

--.^•^•J"  ^^o^fjt'ns  ™y  income  subject  to  normal  tax,  to  what  credits 
against  my  net  mcome  from  all  sources  am  I  enUUed? 

For  the  purpose  of  the  normal  tax  only  you  are  entitled  to  the  fol- 
lowing credits : 

(a)  The  amount  received  as  dividends  from  corporations  which 
are  taxable  upon  their  net  income  and  amounts  received  as  dividends 
from  personal  service  corporations  out  of  earninas  or  profits  upon 
which  mcome  tax  has  been  imposed.  (See  sees.  200  and  201  of  the 
Kevenue  Act  of  1918.) 

^J^^^l'^J^^^^^^lti^^ceixGd  as  interest  upon  obligations  of  the 

f  ,  ^^^^^^        ^^^^'^^  ^^^^^^      til©  War  Finance  Corporation 
which  has  been  included  in  gross  income. 

(c)  The  amount  of  personal  exemption  specified  in  the  answer  to 
question  13. 

5  *  entitled  to  any  credits  against  the  total  tax  computed  on  my 

income  from  an  sources? 

If  any  income  tax  has  been  withheld  from  any  of  your  income  and 
^  •  are  required  to  include  the  amount  of  the  tax 

withheld  m  your  gross  income  and  may  tiiMi  credit  such  tax  against 
your  total  income  tax  liability. 

Under  certain  conditions  you  may  alsobeentitled  to  a  credit  for  in- 
come and' excess  profits  taxes  paid  to  foreign  countries  upon  income 
from  sources  therein.  Where  credit  for  income  and  profits  taxes 
paid  to  foreign  countries  upon  income  from  sources  therein  is 
claimed,  Form  1116  must  be  properlv  filled  out  and  executed.  See 
section  222  of  the  statute  and  articles  381-^85  of  Beguli^ons  45  for 
further  information. 
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9M,  What  is  the  rate  of  normal  tax  imposed  for  the  taxable  year  1930? 

Section  210  of  the  Act  provides  that  there  shall  be  levied,  collected, 
and  paid  upon  the  net  income  of  each  individual  for  each  cal^idar 
year  after  1918,  a  normal  tax  of  8  per  cent  of  the  raoount  of  <^  net 
income  in  excess  of  the  credits  spewed  in  the  answer  to  question  89, 
except  that  m  the  case  of  a  citizen  or  reside  of  the  Fi^ed  Ststee 
the  rate  upon  the  first  $4,000  of  such  excess  amount  is  4  per  cent. 

PARTOERSHIPS. 

9  a.  Are  partnerships  subject  as  amek  to  the  Federal  income  tax  and  re- 
quired to  reader  aaaoal  income  tax  returns? 

Section  224  of  the  Act  provides  that  every  partnership  shall  make 
a  return  for  each  taxable  year,  stating  specifically  the  items  of  its 
gross  income  and  the  deductions  allowed  by  this  title,  and  shall  in- 
clude m  the  return  the  names  and  addresses  of  the  individuals  who 
would  be  entitled  to  share  in  the  net  income  if  distributed  and  the 
amount  of  the  distributive  share  of  each  individual.  The  return 
Miall  be  sworn  to  by  any  one  of  the  partners. 

Section  218  of  the  Act  provides  that  individuals  Carrying  on  busi- 
ness in  partnership  sliall  be  liable  for  income  tax  only  in  their  in- 
dividual capacity;  therefore  no  tax  is  assessed  on  the  basis  of  the 
return  filed  by  the  partnership.  There  shall  be  included  in  com- 
puting the  net  income  of  each  partner  his  distributive  share,  whether 
distributed  or  not,  of  the  net  income  of  the  partnership  for  the  tax- 
able year,  or,  if  his  net  income  for  such  taxable  year  is  computed 
upon  the  basis  of  a  period  different  from  that  upon  the  basis  of 
which  the  net  income  of  the  partnership  is  computed,  then  his  dis- 
tributive share  of  the  net  income  of  the  partnership  for  any  account- 
ing period  of  the  partnership  ending  within  the  fiscal  or  calendar 
year  upon  the  basis  of  which  the  partner's  net  income  is  computed. 

This  section  of  the  law  also  provides  that  a  partner  shall,  for  the 
purpose  of  the  normal  tax,  be  allowed  as  credits,  in  addition  to  the 
credits  specified  in  the  answer  to  question  89,  his  proportionate 
of  such  amounts  specified  in  paragrafAs  (a)  and  (6)  of  that  answer 
as  are  received  by  the  partnership. 

The  net  inccmie  of  the  partnerehip  is  to  be  computed  in  the  same 
manner  and  upon  the  same  basis  as  provided  for  individuals  except 
the  deduction  referred  to  in  paragraph  (j)  of  the  answer  to  qu^ion 
45  is  not  allowable. 

FIDUCIARIES. 

93.  Who  are  classed  as  fiduciaries? 

The  tei-m  "  fiduciary  "  is  cme  that  applies  to  all  pt^mm  or  corpora- 
tions that  occupy  po»tioiis  of  peculiar  ecmfidenoe  toward  others 
such  as  -trusieeB,  executors,  or  administrators,  and  a  fiduciarv  for 
income  tax  purposes  is  any  person  or  corporation  that  holds  in' trust 
an  estate  of  another  person  or  persons  or  receives  and  controls  income 
of  another. 

There  may  be  a  fiduciary  relationship  between  an  agent  and  the 
I^rmcipal,  but  the  word  "agent"  does  not  denote  a  fiduciary'' 
within  the  meaning  of  the  income  tax  law. 

A  fiduciary  relatiooship  for  the  purpoaes  of  tiie  iBCfflaetax  can  not 
be  created  by  a  power  of  attorney.  An  agent  hamg  entire  charge 


27 


witoiit  autiiority  to  eftx*  and  execute  leases  with 
^  i«p«ri8iWlity,  and  without  consulting 
hMooBcipal,  paying  tma  and  expenses,  and  all  other  charges  in  con- 
fflMtien  with  the  property  out  of  funds  in  his  hands  from  Sollectiona 
of  rents,  merely  turning  over  the  net  profits  from  the  property 
periodically  to  his  principal  by  virtue  of  authority  conferred  uiNtt 
him  by  power  of  attorney,  is  not  a  "fidudaiy"  wilihin  tile  iaea»me 
ot  the  income  tax  law.  In  all  cases  while  no  Iceal  trask  has  be^ 
created  in  the  estate  controlled  by  the  ageot  aad  attorney  tiie  liability 
under  the  law  rests  with  the  principal.  ^ 

^  appointed  guardian  of  a  mfnor  or  the  conservator  of  an 

5i  iS        3  mT'wSI?         "^'^"^'^  '°         P^'**"**  '^^"» 

Y^;  under  the  same  conditions  as  would  the  ward  if  competent 
to  act  for  himself,  and  in  so  doing  the  personal  exemption  to  which 
the  ward  is  entitled  may  be  claimed. 

95.  Is  the  duly  appointed  admiuistratftr  of  an  estate  of  a  deceased 
person  who  died  during  the  Ux  year  required  to  fead?«  pcisJaiS^tara 
for  and  m  behalf  of  the  deceased,^  also  his  estate?         Personal  return 

^  If  the  nei  income  of  the  deceased  from  Jwiuary  1  of  the  year  dur- 
ing which  he  died  to  the  date  of  his  death  equaled  or  exceeded  $1,000 
m  ttie  cam  of     unmamed  person  or  $2,000  in  the  case  of  a  married 

a  personal  return,  executed  on 
Kom  1040,  for  and  m  behalf  of  the  deceased,  and  a  return  executed 
on  the  same^form  will  also  be  required  of  him  for  and  in  behalf  of 
tlie  estate,  it  it  remains  m  process  of  administration  and  its  net  in- 
come from  the  date  of  the  decedent's  death  to  Dec^ber  81,  not 
properly  paid  or  credited  to  any  beneficiary,  equals  or  exceeds  $1,000. 

Ihe  administrator  will  be  required  to  pay  and  will  be  held  liable 
for  any  amount  of  tax  which  may  be  assessed  on  the  basis  of  any 
such  return  rendered  hj  him.  ^ 

If  the  amoifht  of  net  income  properly  paid  or  credited  to  any  bene- 
ficiary equals  or  exceeds  $1,000,  a  separate  return  on  Form  1041 
should  be  made  for  the  estate  or  trust. 

96.  \yhat  returns  are  required  from  a  fldodtty  in  the  United  States 
Where  the  beneficiaries  of  the  tnot  are  ii«»««id«rt  a£i  tadiJStaSb? 

,  Where  a  fidu<aMT  m  ihe  United  States  is  the  recipient  of  trust 
moome  for  which  tiiere  is  but  one  beneficiary,  and  that  beneficiary 
a  nonresictont  alien,  the  fiduciary  will  be  required  to  make  full  and 
complete  return  on  income  tax  Form  1040  or  Form  104a-A  for  this 
trust  income,  on  behalf  of  the  nonresident  alien,  and  pay  anv  and 
all  tax  shown  by  such  return  to  be  due.  The  fiduciary  should  also 
make  a  return  on  Form  1041  for  the  estate  or  trust.  Where  there  are 
two  or  more  beneficiaries,  <«e  or  aU  of  whom  are  nonresident  aliens, 
the  fiduciary  ^aU  render  a  return  <m  F<wm  1041  for  and  in  behali 

?IA  A^?**®  ®?  *  personal  return  on  Form  1040  or  Form 

1040-A  for  each  ncmresadent  alien  beneficiary. 

97.  In  what  case  is  a  fiduciary  liable  to  render  a  return? 

Every  fiduciarv,  or  at  least  one  of  joint  fiduciaries,  must  make  a 
return  {a)  for  the  individual  whose  mcome  is  in  his  charge,  if  the 
net  mcome  of  such  mdiridual  is  $2,000  or  over,  if  married  and  liyin<r 
Tpth  husband  or  wife,  or  is  $1,000  or  over  in  other  cases,  or  ior 
tbs  estate  or  trust  for  which  he  acts,  if  the  net  income  of  such  estate 
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or  trust  is  $1,000  or  over-or  if  any  beneficiary  of  such  estate  or  trust 
IS  a  nonresident  alien.  The  return  in  case  (a)  and  also  in  case  (b) 
if  the  tax  IS  payable  by  the  fiduciary  shall  be  on  Form  1040,  revised, 
except  that  it  may  be  on  short  Form  1040-A,  revised,  where  the  net 
income  does  not  exceed  $5,000.  The  return  shall  be  on  Form  1041, 
revised,  in  case  (b)  ii  the  tax  is  payable  by  the  beneficiaries.  If  the 
net  income  of  a  decedent  from  the  beginnmg  of  the  taxable  year  to 
the  date  of  his  death  was  $1,000,  if  unmarried,  or  ^,000,  if  married, 
the  executor  or  administrator  shall  make  a  return  for  such  decedent. 

98.  For  the  purpose  of  the  normal  tax,  what  credits  are  allowed  estates 
In  the  process  of  administration  and  estates  held  in  trust  for  the  accumula- 
tioii  of  income? 

Tn  such  cases  the  estate  or  trust  is  allowed  the  same  credits  as  are 
alloAved  to  single  persons.    (iSee  answer  to  the  89th  question.) 

99.  How  is  the  net  income  of  estates  tmd  trusts  to  be  computed? 

The  net  income  of  estates  and  trusts  is  to  be  computed  in  the  same 
manner  and  on  the  same  basis  as  provided  for  individuals,  except 
that  m  lieu  of  the  deduction  for  "  contributions  "  specified  in  para- 
grapli  {])  of  the  answer  to  the  45th  question,  there  is  to  be  allowed  as 
a  deduction  any  part  of  the  gross  income  which,  pursuant  to  the 
terms  of  the  will  or  deed  creating  the  trust,  is  during  the  taxable 
year  paid  to  or  permanently  set  aside  for  the  United  States,  any 
State,  Territory,  or  any  political  subdivision  thereof,  or  the  District 
of  Columbia,  or  any  corporation  organized  and  operated  exclusively 
for  religious,  charitable,  scientific,  or  educational  purposes,  or  for 
the  prevention  of  cruelty  to  children  or  animals,  no  part  of  the  net 
earnings  of  which  inures  to  the  benefit  of  any  private  stockholder, 
and  in  cases  of  income  which  is  to  be  distributed  to  the  beneficiaries 
periodically  and  in  cases  of  income  collected  by  a  guardian  of  an  in- 
fant to  be  held  or  distributed  as  the  court  may  direct,  the  fiduciary 
should  include  in  the  return  a  statement  of  each  beneficiary's  dis- 
tributive share  of  such  net  income,  whether  or  not  distributed  before 
the  close  of  the  taxable  year  for  which  the  return  is  made. 

100.  In  a  case  where  an  estate  is  in  process  of  administration  and  the 
fiduciary  renders  returns  covering  the  income  and  deductions  of  the  estate, 
and  pays  the  amount  of  normal  and  additional  tax  assessed  thereon,  will 
the  net  income  be  subject  to  tax  in  the  hands  of  the  beneficiaries  when 
received  by  them? 

No :  tlie  taxes  having  once  been  paid,  such  income  is  exempt  from 
tax  in  the  hands  of  the  beneficiaries  who  reeeire  the  same. 

101.  is  any  otfier  than  a  return  of  income  required  of  a  fiduciary  ? 

Yes;  fiduciaries  come  within  the  provisions  of  section  256  of  the 
Revenue  Act  of  1918,  and  will  be  required  to  render  to  the  Commis- 
sioner of  Internal  Eevenue  a  return  of  information,  if,  during  the 
taxable  year,  any  income  has  been  paid  to  an  individual,  partner- 
ship, personal  service  corporation,  joint-stock  company,  etc.,  equal  to, 
or  m  excess  of  $1,000.  A  return  of  information  is  required  showing 
the  distributive  share  of  each  beneficiary,  irrespective  of  amount. 

102.  Is  a  fiduciary  required  to  deduct  and  withhold  at  the  sooKe  any 
amount  of  normal  income  tax? 

Yes;  if  any  payment  of  fixed  or  determinable  annual  or  periodical 
gams,  profits,  or  income  other  than  dividends,  or  interest  on  tax-free 
bonds  is  made  to  nonresident  alien  individuals  or  nonresident  foreign 
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corporations,  8  per  cent  and  10  per  cent,  respectively,  is  to  be  deducted 
and  Avithheld  and  return  thereof  is  to  be  made  on  Form  aooom- 
panied  by  Form  1098. 

103.  Is  an  ancfllary  administrator  required  to  render  income  tax  returns 
eoverlnff  iocoine  received  by  him? 

An  ancillary  administrator  is  held  to  be  merely  the  agent  of  the 
domiciliary  administrator.  The  former  should  transmit  to  the  latter 
all  information  as  to  income  received  by  him  in  order  that  the 
domiciliary  administrator  may  make  a  return  covering  the  eatire 
income  of  the  estate.  An  ancillary  administrator  need  make  no 
separate  return  if  the  domiciliary  administrator  includes  in  his  return 
the  entire  inc(nne  of  the -estate. 

104.  Have  the  beneficiaries  of  an  estate  or  trust  a  right  to  inspect 
income  tax  returns  rendered  by  a  fiduciary  covering  the  income  of  the 
estate  or  trust  in  wUch  they  are  interested? 

Beneficiaries  are  not  entitled,  as  such,  to  an  inspection  of  returns 
ol  income  filed  by  such  a  fiduciary, 

^  105.  Who  is  liable  for  payment  of  the  tax  assessed  against  the  net 
income  of  an  estate  or  trort? 

Liability  for  payment  of  the  income  tax  attaches  to  the  person  of 
the  fiduciary  up  to  and  including  the  date  of  his  discharge. 

106.  May  an  executor  or  administrator  render  his  fiduciary  returns  prior 
to  the  close  of  the  calendar  year  in  a  case  where  the  estate  is  finally  dis- 
tributed and  he  is  discharged  from  and  reUeved  of  his  trust  during  that  year? 

An  administrator  or  executor  may,  immediately  after  his  dis- 
charge upon  final  accounting,  file  with  the  proper  collector  of  inter- 
nal revenue  a  return  covering  the  income  and  deductions  of  the 
estate  for  penod  January  1  to  the  date  of  his  discharge.  To  such 
a  return  there  should  be  attached  a  certificate,  under  seal,  setting 
forth  the  fact  of  the  final  accounting  and  discharge  of  the  adminis- 
trator or  executor,  and  the  tax  assessed  against  that  return  may  be 
paid  immediately  after  receipt  from  the  collector  of  a  notice  of  the 
amount  assessed  and  a  demand  therefor. 

.  Where,  in  the  case  of  more  than  one  trust,  the  creator  in  each 

insUnce  is  the  same  person,  and  the  trustee  in  each  instance  is  the  same, 
how  will  the  trustee  account  for  the  income  of  the  several  trusts? 

The  trustee  should  make  a  single  return  on  Form  1041  for  all  the 
trusts  m.his  hands,  notwithstanding  the  fact  that  they  arise  from 
different  instruments.  When  a  trustee  holds  trusts  created  by  dif- 
ferent persons  for  the  benefit  of  the  same  beneficiary  he  should  make 
return  for  each  trust  separately  on  Form  1041.  This  ruling  is  based 
on  the  identity  of  the  creator  of  the  various  trusts  and  not  upon  the 
identity  of  the  beneficiary. 

108.  May  the  expenses  of  administration  of  an  estate  be  claimed  by  the 
administrator  as  deductions  in  computing  the  estate's  liability  for  h^me 

No ;  expenses  of  administration  of  an  estate  are  not  allowable  as 
deductiona 

WITHHOLDING  OF  TAX. 

A  l?2l       ^*i!J^J?*ff  income  1$  the  normal  tax  to  be 

deducted  and  withheld  at  the  source?  "  "«u  u«  10  oe 

All  individuals,  corporations,  and  partnerships,  in  whatever  ca- 
pamty  acting,  including  lessees  or  mortgagors  of  real  or  personal 
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obS«o!^*TJ  E  '""rtf  d«eds  of  trust  or  a>ukr 

si  ould  U  withheld  by  the  d«h^r^J^„S*  the  rate  of  S  per  ceut 

OMt  ot  the  United  States  or  to  a  partnersh  p  or  personal  servi™^ 
wrataon,  ex«pt  when  derived  from  interest  on  S  Zair 
obligations  of  domest.,-  or  resident  corporations  oontoiW  /t^^f ™ 

est     Where  the  o^«.  of  tax-free  covenant  bonds  is  unknown  w  th 
dSn';;!?  also  be  made  at  the  rate  of  2  per  cent    The     ^me  if 
domestic  and  resident  foreign  corporations  is  free  W  witSiinff 

nave  an         or  pia«e  of  business  therein  ^  ^""^ 

with  the  withholdino-  ap-ent  for  ih*^  ^  ^   ■'i  a  ciaim 

tree  covenant  clause,  and  his  gross  income  does  not 
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February  1  of  the  succeeding  year  oA  ^«rm  aofll^    T-  «ii 
other  cases  the  tax  must  he  withheld iS^^r^Si^lf'  ^ 
taxpayer  left  to  his  remedy  by  ^wVSS^^S??^;  ^1 
m  event  he  »  mmd.  to  mSite^  i  ''^/''i''^ 

l-i  i  2r«r^    «o«re.ideat  ^^^^  ^  ter  ^ 

of?nt;5e1rS^^^^^^  -turn 

pe^rfc^^^^^^^ 

aectiaa  216  «f  A*/  ^^a^  •  oep^dflattB,  tn-  botii,  as  provided  in 
domestic  cwpoaitiaiUL^  lat  mxane  allowed 

(-■"s  wMv«2ls;^i^tM,sy*«  ""^  ^  «»««• 

«no„ntTta"  wfth^Ta  nl'' hiL  'Sl^'th^  "^JS 
by  his  return.   Such  crodit        kT*  i^**^^]?'^  Imfeflaty  as  disclosed 

be  liable  to  surta^  ^  ^  ^  may 

en,pJitn"Xn"?rce^ii!fj"  ^L^^  the  benefit  of  personal  ex- 

free  covenant  cla»S?      P"^"*"*       mtere&t  on  bonds  contoinins  a  ijKK- 

'i^^"^  If^!S!S^  ^^  ownership  certificate,  Form 

sfeot^d^n^.      ^^i**^  ^        claimed,  i  Jrm  lOOQ,  i^vk^ 

1 

*r^'-r^oultTo?ZtS^y^^^^  «-i  withhold  the  tax 

ef  ^  tax  fran  its  own  fimds?      "  *^  «        »«  Mfc  fn*  payment 

suaranteed  i«  h.u  fl  income  therefrom  is 

KETUSN  AMD  PA^MENT^OF^^  WITHHELD  AT  THE 

Sirr'ritrnTntti^r:^ 
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during  which  the  withholding  occurred,  and  siimmarv  of  «i,nh 

located  and  T^'lth  whom  the  withholding  return  is  fil^Such  mv 
ment  IS  to  be  made  on  or  before  June  16  of  the  veaT  n  wMch7£ 
withholdmg  return  is  required  to  be  filed. 

aJ'iI*  il  *  J'.'t'^holding  agent  fails  to  make  and  file  retuni  arMv  aov  *^ 
one,  is  he  subject  to  any  penalties?  "smi™  w  p«y  ««y  tax 

Failure  to  make  and  file  withholding  returns  on  or  befor©  the 
prescribed  diie  dates  renders  a  withhcdSing  ^t  liable^  ad 
alorem  pe^ialtv  of  25  per  cent  of  the  amomtl  the  tex  req^i?ed  to 
be  withheld  and  a  specific  penalty  not  exceeding  eS  that 

if  the  tax  required  to  be  withheld  is  paid  by  thf  recipient  of  the  in 

wl'-''^^^"'"^  ^  ^"^P^^^^^  "P«"  the  withhXg  aient  un- 
less his  delmquency  was  fraudulent  and  for  the  purpose  of fvadW 
payment.  Any  withholding  agent  willfully  atteni^  to  def^t 
or  evade  the  tax.  or  who  willfully  refuses  to  withhold  w  paTt^J 
tax  or  make  a  return,  will  be  liable  to  a  penalty  of  60  w  cSt  of 
the  amount  of  the  tax  evaded  and  a  fine  not  e^ng^oSS  or 

RETURNS  OF  INFORMATION. 

ii8.  Prom  whom  are  returns  of  information  required? 

All  individuals,  corporations,  and  partnerships,  in  whatever  csl 

property  fiduciaries,  and  employers,  ma^g  payment  to  Another 
individual  partner^ip,  personal  service  corporation,  or  fid^ckry  of 
fixed  or  determinable  income  (other  than  payments  described'  ?n 
sectmns  254  and  266  of  the  Act)  o'f  $1,000  or  mS  a ny  taSle  year 

nf^.?f^^'  "^^^^^  setting  forth  the  amS 

of  such  income  and  the  name  and  address  of  the  reci])ient.    A  reCu 
of  mformation  is  required  to  be  filed  by  a  fiduciary  showing  the 
tnbijtive  share  of  each  beneficiary,  and  by  partnershii^and  pS- 
sona   service  corporations  showing  the  distributive  sha^  of  tE^ir 

t'l-fl^^lT'  Y'M^^'^^  of  amount  Ind  whether  or       aSaHy  dis 
tiibuted.   In  the  case  of  payments  of  interest  upon  bonds  and 
smnJar  obligations  of  domestic  or  re^dent  foreign  corporadons  and 
m  the  case  of  mterest  upon  bonds  of  foreign  countries  or  noniS^ 
dent  foreign  corporations  or  dividends  upSn  stock  of  nonresident 

fi?pd'^l.'?P''''*;T.  ownership  certificates,  when  dX 

filed  shall  constitute  and  be  treated  as  returns  of  information^ 
W      ^  corporation  or  foreign  government  issues  bonds  and 

n  Paying  agent  m  the  United  States,  the  last  bank  or  coUecting 
agent  undertaking  the  collection  of  interest  on  such  obligation? 
should  render  the  ret^  of  information,  and  in  the  case  of  di^dends 
tlie  first  bank  or  collectmg  agent  is  the  source  of  information. 

Where  the  tax  has  been  withheld  from  interest  payments  on 
corporate  bonds  and  from  fixed  or  determinable  income  paid  to 
nonresident  aliens,  a  return  of  information  is  not  required,  as  th^ 
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« tSS^ofTw:li.S:  "  the  so««  is  t«»ted 

*.„Kr^  °*  mfonnation  as  to  payments  of  $1,000  or  more  in  anv 
toable  year  should  be  made  on  Form  1099,  rev'ised,  and  filed  w^?? 

imt\^lLilT^ i^'"^"'^*^  ^o'-W  ^  on  Form 

if  *K    and  hted  with  the  Commissioner  on  or  before  the  20th  dnv 

of  the  month  succeeding  that  for  «hioh  made.   An  aimual  return 

med  with  the  Commissioner  on  Form  1096-B  revised  ^in^TiJS-,-; 
March  16  of  the  year  following  that  for  wLh  th^  retein^"" 

airowances,  i.  ,he  '^^"gSntuTS'^S^'^^Z"^,: 
Of  the  allowance  to  be  returned?  ^  person 

Dlu?tlie\atL'ni  ^  each  Case  where  the  cash  compensation 

Swe  allowances  equals  or  exceeds  $1,000  for  the  ta^- 

PAYMENT,  ABATEMENT,  AND  REFUND  OF  TAX 

ASSESSED.  ^ 

121.  To  whom  is  an  assessment  of  income  tax  to  be  p«id? 

filed?  '^'''^'^  "^^^  y^^"-  return  is 

due'wd'UJSlter  ^  indivktal,  become 

The  tax  may  be  paid  in  full  at  the  time  of  filino-  the  return 
or  before  the  date  upon  which  it  is  required  toX  filS  ^^^J??  • 
stallments  each  consisting  of  oneSST  tl^i^.Zur^Z  Z 
f  ^'^v^'S''^^  installment  should  be  paid  at  thr^eXed  bv  law 
•  the  return  the  second  instalment  onTe?5th  chv  o^f  tl^ 

third  month,  the  third  instaUment  on  the  15th  day  of  the  sixS^mL/h 
and  the  fourth  installment  on  the  15th  day  of  the  nii  h  month  af^^ 

fZlT  fi?^  ^^^"^       r^t"™-    Wher^  an  Extension  of 

time  for  fi hng  a  return  is  granted,  the  time  for  payment  of  tii  fiiS 
iRStal  ment  IS  to  be  postponed  until  the  date  of  tKpiratkm  of^ 
period  of  the  extension,  but  the  time  for  payment  of  the  in^H 
ments  is  not  to  be  postponed  unless  th4  Comi^Sonlr  sfpro^  dl. 
in  granting  the  extension.  However,  in  any™^n  which  he  t  me 
for  the  payment  of  any  installment  is  at  the  request  of  the  tax^rr 
postponed  b^^ause  of  an  extension  of  time  for  fitro^the  retuin^thpr«^ 

of  ^nth^f^f*^  installment,  interest  tliereon  a  \he 

of  one-half  of  1  per  cent  per  month  from  the  time  it  would  hTS 
been  due  had  no  extension  been  granted  until  naYd     If  J? 
ment  is  not  paid  when  due,  the  S tioiml  ?"the  to^^ 
comes  due  and  payable  up<m  notice  and  demand  17 the  coKor 
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123.  What  recourse  has  a  taxpayer  under  the  Revenue  Act  of  1918 
when  he  feels  that  he  has  been  assessed  income  tax.  in  excess  of  Ids  true 
tax  liability? 

He  may  exercise  his  right  to  file  with  the  collector  for  his  district 
a  claim  for  abatement  executed  on  Form  47,  revised,  copies  of  which 
may  be  obtained  from  the  collector.  The  filing  of  such  a  claim  prior 
to  the  expiration  of  10  ds,^  from  date  of  notice  and  demand  by  the 
collector  acts  as  a  staj  to  the  coBectibn  of  the  tax.  However,  in  cam 
of  rejection,  interest  at  the  rate  of  one-half  of  1  per  cent  per  month 
will  run  from  the  time  the  amount  was  due  until  the  claim  is  decided. 
The  filing  of  a  claim  for  abatement  of  tax  alleged  to  have  been  er- 
roneously assessed  does  not  necessarily  ojierate  as  a  suspension  of 
the  collection  of  the  tax.  If  the  collector  feels  that  the  suspension 
of  collection  will  jeopardize  the  interests  of  the  Government,  he  may 
collect  the  tax  and  leaTe  the  taxpayer  to  his  remedy  by  a  claim  fat 
refimd. 

124. '  On  my  1919  return  I  was  assessed  income  tax  in  excess  of  iniy 
true  tax  liability  and  same  was  paid.    How  may  1  secure  a  refund? 

By  filing  with  the  collector  a  properly  executed  claim  for  refimd 
on  Form  46,  revised,  copies  of  which  may  be  «Ji»t»ined  £c<Na  4hd  col- 
lector for  your  district. 

las.  How  imy  «  taxpayer  secure  credit  for  taxes  erroneously  collected? 

A  taxpayer  desiring  to  obtain  credit  against  unpaid  assessments, 
for  taxes  erroneously  collected,  should  file  with  the  collector  for  the 
district  in  which  his  original  return  was  filed  a  claim  on  Form  4r?-A, 
which  claim  will  act  as  a  stay  to  the  collection  of  the  unpaid  assess- 
ment.  (See  art.  1.0S4,  B^ulations  45.) 

PENALTIES. 

136.  Will  faUnre  to  file  my  return  witliin  the  time  prescribed  by  law 
render  me  Hable  to  any  penalty? 

Yes;  if  filed  on  a  calendar  year  basis  and  you  fail  to  file  your  1920 
return  in  the  office  of  the  collector  for  your  district  before'  the  close 
of  business  on  March  15.  1921  (provided,  of  course,  that  sai  exten- 
sion has  not  been  secured),  you  will  be  liable  to  an  ad  valomn  p«ft- 
alty  of  25  per  cent  of  the  amount  of  the  tax  and  a  j^edfic  penalty  ot 
not  more  than  $1,000,  When  your  return  is  made  <m  a  fiscal  year 
basis,  it  should  be  filed  on  or  before  tlie  ll»th  day  of  the  thin!  montih 
foQowing  the  dose  of  the  fiscal  year. 

127.  If  I  fail  to  pay  my  tax  or  any  installment  thereof  on  Or  b^ore  tht 
prescribed  due  date,  what  penalties  will  I  be  liable  to? 

If  any  tax  or  installment  thereof  remains  unpaid  after  the  date 
when  it  is  due,  and  for  ten  days  after  notiee  «nd  demand,  tfanret  will 
be  added  a  penalty  of  5  p^  cent  oi  tiM  amoimt  of  the  tax  doe,  pins 
interest  «t  ^  vate  of  1  per  cent  per  m&&ih  from  th«  original  due 
date,  and  the  offender  wiH  also  be  liable  to  a  specific  penalty  of  not 
more  than  $1,000.  The  instructions  on  the  return  serve  as  notice 
and  demand  for  payment  of  the  first  installment,  and  if  any  install- 
ment is  not  paid  when  due.  the  whole  amount  of  the  tax' beccNiies 
due  and  payable  upon  notice  and  demand.  Estates  of  insane,  de- 
ceased, or  insolvent  pm^sons  ai«  not  Uable.  to  penalties  for  4eiay  in 
payment  of  tax. 
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128.  If  I  am  negligent  in  making  my  return  and  naderstate  the  anMNUkt 
of  tax  dne,  what  penalties  will  I  be  liable  to  ? 

Where  an  understatement  of  tax  is  found  to  be  due  to  negligence 
on  the  part  of  the  taxpayer,  but  without  intent  to  defraud,  there  will 
be  added  a  penalty  of  6  per  cent  of  the  total  amount  of  the  deficiency 
and  interest  at  the  rate  of  1  per  cent  per  month  on  the  amount  of 
the  deficiencv  of  each  installment  from  the  time  it  was  due. 

139.  What  would  happen  should  a  taxpayer  render  a  false  or  framhiieat 
return  with  intent  to  evade  paymeat  of  a  propM-  amount  of  tax? 

He  would  be  liable  to  a  penalty  of  50  per  cent  of  the  amount  of  the 
total  understatement  and  a  fine  of  not  more  than  $10,000  or  one 
year's  imprisonment^  or  both/and  the  costs  of  the  proswcution. 
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